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T PREFACE\' o - t

) I am pleased to.share with you the attathed report, Small

PR Business Pollcy for Califormnia. This report, funded through
the GOvernor's Special Grant under the federal Comprehensive
Employment and Tralnlng Act, contains the findings and recom-
mendations of the Callfornia Urban Small Business Employment
‘Project. The recommendations were derived from five task
forces, composed of representatives of small bu51nesses,'
profe551onal, qullc and governmental entities.

Report findings emphaeize the key role small businesses play
in technological and product 1nnovatlon, creation of new
jobs, and California's overall edonomic vitality. They
further provide specific recommendations de51gned to foster
growth of new and existing small bu51nesses.

Some df the findings and recommendations could ultimately
impact d1rectly upon not only small businesses but also
many agencies, departments, committees, boards, councils
and interest groups in California. .
- - =
It is our hope that, thls report will be informative to you
and will serve as a catalyst for future cooperative-efforts
\ in examlnlng the range of factors which affect the creation
and expansion of small businesses in California. A prin-
c1pal interest of the Employment Dewvelopment Department (EDD)
in, the report focuses on the job generatlon potential of
. small businesses. Hence, this Department is available to
assist other entities in exploring the recommendations of
this independent project, particularly as they relate to
employment generation.. Please forward any comments to EDD's
Planning and Policy Development Office (916/322-2198).

LY [T -

DOUGLAS X. PATINO -t . '
Director
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EXECUTIVE SUMMARY

Ninety-five percent of the businesses in California have
fewer than 50 employees. They provide 45% of all of the,
private jobs in the State. The State's rate of employment
depends significantly on the creation arfd expansion of small

2 * firms. Fifty-six percent of the State's net gain of .
employment- between 1976 and 1979 came from firms wfth fewer
than 20 employees. - -

There are signgyicant adverse factors which diminish the
ability of Californians to start new businesses and to expand
existing ones. These adverse factors operate especially

strongly in urban areas and can be characterized genérally as

follows: *

- lack of concise objectives to guide State
* agencies and local governgents in creating a
"good climate" for small businesses formation
and growth;

A

- failure to maximize the econamic benefits of .
State business assistance;

- existence of government-sanctioned economic
discrimination against small businesses.

Although the Project recommends several short-term
improvements, fundamental improvement in small business
capacity to stimulate job creation and generate revenue can
be expected only through initiatives with relatively long
time horizons. ,Research indicates that most net new
employment is created by firms during the first two years of
existence, and that only a small proportion of new firms
(13%) are strong generators of employment.

These findings imply that State efforts to assist
gmployment growth should be (a) to encourage formhtion of
those businesses which are most }ikely to expand and (b) to
provide resources which encouragé&expansion. In addition to
modest direct expenditures for small business needs, such
efforts should include tax and regulatory changes,

o . -iii-
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" coordination of educational and business development

I

Y

inttiatiyes, creation of investment intermediaries\ana

creation of a set of business development policy objectives
for use-by the agencies and~governmental .units, both State .
and local which currently affect small businesses. _ . .

Specifically,’the ﬁroject?s recommendations inciude'

¢

- authorlzlng indirect investments by pen51on funds
.- in small business.

- changes in bank regulatlon and in training of ~
bank .loan offlcers.

——————

- making the corporate net income’tax progressive.
/

'i guthorizing small business net operating loss
carry forwards.

- funding small business development centers at
State Un1yersrty campuses., . . _

.

- reforms in State procurement procedures.

- '1nclud1ng entrepreneurship education 1nto
- public instruction programs.

- using enterprise zone designations to target
. incentives to urban.small businesses.

.- requiring discloSure of small business lending
information by financial institutions.

- facilitating 1ncorporatlon and operation of
cooperatives and employee-owned bu51neses.

- + developing supported work small businesses to _———
provide JObS for hgéd core unemployed persons.’

. State and local governments have a special dinterest i
preservrng “small Jbusinesses which act as stabilizing elemants
in economically fragile nelghborhood economies. The public
costs of bufiness failure or desertilon- in terms of communrty
deterioration are very h3gh. The State's special interest in
expansion of small businesses is also clear. Such expansion
is the most efficient source of employment generation and : \
economic growth. Policy initiatives directed toward

community preservatlon and job creation should have high

priority.

\
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INTRODUCTION
This Report contains the findings and recommendations of
the Califotrnia Urban Sgall- Business Employment Project. The
Project's recommendations-are intended to provide practical
ways-to improve  the financial, regulatory and physical i
environments in which California-<small businesses operate™
-gnd, in particular, to -encourage thd™r ability to create new
jobs. The Project_was created in January 1980 under
concurrent sponsorship of the Employment Development
Department, the Governor's Qffice of Planning and Research
and the 0ffice of Economic and Business Developmegt. The
Project was cowposed of citizen members from the State's
- urban areas, répresenting_different small business,
professional, public angAgofErnmenFal interests.

-

.

During the 13 months of iits activities, the Project
‘examinéd, on behalf of small] busipesses, the State's role in

financial magkets, its eouc#tional and training polidies,
its approach to urban revitalization, its tax policy and its
view of innovative business forms. The Project identified
problems in the State's policies and in the administration
of its laws and examined altérnative solutions to those
problems. . . T ——
The Report is in three "parts. Part I consists of the
findings of five statewide TFask Forces which concentrated on
different aspécts of operating a small business in | ‘
California. Part II is a set of ‘Tecommended actions,
selected and refined by an ad hoe State review panel from
recommendations prepared by the Task Forces. The reviewers.
included staff representatives from the Employment
Development Department, the Office of Planning ‘and Research,
the Department of Economic and Business Development, the
Department @f Industrial Relationg and bath houses of the
Ltegislature. Part III summarizes\research findings about
California small businesses. Significant research .focused
on creation of state policy towards\small businesses is
apparently unique, and the work commissioned by the Project
resulted in novel conclusions: The complete reports of the
research teams are in- Appendix 3 to this Report.

t

.




, Three major concerns provoked recurrent discussions by Lt
\ participants in the Project. First, effective programs, to
assist small business to innovate, to create employment and

to stimulate. grow
policy framework.

Rh

must be conducted ' within an integrated
To do this, there must,be concise and’

specific abjectives’.which can guide different State agencies-

‘and local- governments.

There is no single initiative which

Rather,

LN

is the key to encouraging small business success.
he cumulative effect of many governmental decisions creates
, .or¢destroys a "good business climate". Without policy
guidance, such decisions can result in contradictary
result’s.

*

Second, public resources intended to aid small ’
businesses. must be targeted effectively. When the State
directly intervenes_by providing small business assistance,
it should focus on maximizing the economic payoff. While
this appears self-evident, it is politically tempting to
spread eligibility for'help to include the widest possible-,
range of recipients or activities, often at the expense of
effectiveness. . Additional research is needed in order to

. provide a rational basis for decisions to target public
resources for job creation purposes.

Third, there are multiple instances of unintended
governmental economic discrimination against small |
businesses which the State can and should correct.

Instances of discrimination include the corporate net' income
"tax, regulation of capital markets and banks,‘State
procurement policy and employee, training programs.

A

The authors of this Report echo the following \
observations of the United States Senate Select Committee
on Small Business: i

»

Each generation must rediscover and tran§lat§

S

traditional institutions into terms that are

meapingful.

Unless we do a better job with

the v

ues of the smaller participants in our

free private ent
will not"be cont

{

rprise system, small buSiness
nued, preserved, or encouraged

in the future . . . . [Tlhe Small BuSiness e .

Committee is deeply concerned that we may lose

these enterprises and their manifold economic and -

social benefits to the quality of American.life '
~in the years to come.* -

<
e
L3

*

>,

Small Business and -the Quality of AmerMcan Life, Senate
Select Committee on Small Bu51qfss, Washingtan, I§/§. o
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" ' ‘ r PART I

TASK FORCE FINDINGS _ ‘
OVERVIEW

Each of the Project's five Task Forceg found-that the \ .
economy of California is a remarkably robuft ana ~~
bewilderingly diverse one.. It depends both upon very large
corporations ana upon hundreds of thousands, of small "
businesses which, in the aggregate, employ almost half of the -
private work force of the State. The California economy has
benefited from the migration of people ana enterprises, largefék

.and small, from the Northeast and Midwest and from the ]
abundant natural resources of this State. Nonetheless, the "
Task Forces were unanimous in also finding that small .
businesses, and especially those located in some of the
State's densely pogulated urban areas, face a series of
problems which prevent them from reaching their full econaomic

, potential. i ., N
Y Al K 15;,(

. . v
Existing small businesses l@;ﬁ}ban.areas face! undue
difficulty in expanding and offfen In. maintaining or
* perpetuating themselves. In ma y-urban communities, it is
) increasingly difficult for anyore.to seek or be able to start .
, a small business. Moreover, whidé the overall number of
small businesses cbntinues td inckease, the share of tHe
market captured By small businesses shrinks; The Task Forces \
found that; although there were special difficulties involved
- in operating a business in an urban area, most of the needs )
of small businesses transcended their location.” However, . 3
small businesses play a key, and often overlooked, role in
. . all urban revitalization programs. |/ As a result-initiativeggr
focussed on small businesses are, particularly important whe
) formulating poligy which is intended to bring employment and
~services to economically-disadvantaged urban populations.

-

N . The five Task Forces identified three generic issues |
which cut amross the specific areas of interest of the Task |
Forces. These issues were: . - . |

’ R Economic disincentives resulting from public poiicy
. which reduce the likelihood of small business
- creation or expansion. -

’ '

+




2. Private sector market\failures which reduce the
access of small businesses to ‘neecec economic
resources and ieformatfon. )
" 2
3. Oiscrimination againﬁz smalli businesses sanctioned
by force of law, admifhistrative decision or by
concepts of public poljcy. T

In order to create an economy in which the propensity to
invest and to ereate productive enterprise is maximized,
significant reforms or innovations are required in each of
these areas. While some of the detailed findings of the Task
Forces, set forth in the individual Task Force Oiscus$ion
Summaries below, may be adcressed by short term .o
recommendations, the Task Forces were quite clear in their
belief that the long ruf capability of small businesses to
stimulate jobs and create revenue can only be improved by
more fundamental and long range undertakings. Many such -long
range initiatives appear to result in unacceptabﬁe short term
éxpenditures or revenue losses, which cannot be matchea with
precision against their expected long term benefits. ‘
Nonetheless, without such initiatives, even an economy as
strong as that of the State of California will find its mast
creative and volatile sector, ‘small businesses, to’be .
increasingly unable to breateighe employment, income, goods
and services required in the years ahead.

. Defining "Small Business". In reaching their finaings,
the Task Forces used a somewhat flexible definition of "small
business." It is clear that no single definition of small
- business is adequate for gll policy formulation purposes.-
Business size can be measured.by assets, employment, revenues,
or wages and salaries. Each of these indicators provides a
different measure and has different uses. What constitutes a.
business as small, using any given indicatar tends-to vary
widely, depending on the uses to which the definition.is
.put. ~Traditionally, different industries have defined
relative size differently. The issue is further complicgted
by the existence of hybrid, forms of business, like .
franchises, which display characteristics of both small angd—
very large businesses. ' . )

* 4
" The basic guideline adopted by each Task Force was to
class all firms employinge50 or fewer persons as small

businésses. Of all firms in California, 94.5% have fewer N
than 50 employees. The Task Forces were free to eldeigzi on -
this definitien. The Capital Access Task Force indica
that it believed that somewhat larger businesses, including
those with significant growth potewtial should also .
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be c0n51dered "small"’because of théir 1na0111»y to gain
access to puplic capltal markets. The Taxatlon, Regulation
. and Assistance Task Force suggesteq annual revenue limits of

$1 million for non-manufacturers, $2 million for

manufacturers and $3 mllllon for construction firms as a_
definltlon of "small wr ’
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‘DISCUSSION SUMMARY

Capital Uses and SOUTCES « « « + « o s o 2+ o+ =
Capital GaPS « « « o o o o o o o o 0 . WA 0 o
Private Sources of Small Business-Capital.
Public Sources of Small Business Capital

com® ., .

\

Inabiligy to obtain appropriate ¥nvestment’ and
operating ‘capital is one of the bbstacles to smail
busiﬁe;s creation and growth most pérsistently citec by

A2

. ) Page

owners of small businesses. Paradoxically, howevgy, there

'seem$ to be no crisis apparent with regard to sma
business financing, except’'in times of peak interest
rates. Small businesses continue to open_their.aoors;
most/ existing businesses contihue in operation; anc
Cadﬂforﬁia banks point with pride to the number of loans
made to small busimesses. Why then do small business

.ownéns.complain about insufficient access\to capital®

/The answer to that question-ihvolves analysis of the

uses, and sources of small business financing.
’(', ? 5
.," v
A./ CAPITAL USES AND SOURCES
. . e . ‘
/| sSmall business uses for capital can be broadly
classified into the foll¥owing categories: v

!..1. .Pre-start up and start‘up expenses, including

(/ research and qevelopmeni,-product and prototype )
e ' development, market research, ,and organizational
i R expenses; . C, } -

2. Working capital, inclyding inventory, work in
g process and receivables, financing;

-~ N
y 3. . Equipment financing; and
4. Real estate financihg. ' ’ o
‘ o : K ) >
/ The relative proportions of funas used for these ¢

categories vary from business to business as a result of
differjng products, age of  the businmess, size, and other

)
¥ . -

' ._‘ . 12 . ”
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factors. For.example, young, growing smzll businesses :
have.negos.for apital which are cisproportionqéglyflargﬁh ' :
but it 1is Just such .businesses which are able t¢ provide. .
the major incr€ases in employment. - . .

Businesses satisfy their capital rgquiremeﬁ}s from the
following sources: : . “ T
. 1. Equtty financing, including funds from ’

entrepreneurs' personal savings, external
investors.and retained earnings; ' #
»[*"‘

T 2. Non-equity venture capital, including convertible
debt, debt with warrants or "eafi#“cebt;

3.  Normal debt, which can be subopdinated, -
unsecurec, or secured; and be ‘Short-term, .
megium-term, long-term, continuous or reveolving; ¢ -

4, Leases, bath of real prbperty ana of equipmenrt; or

S. Miscellaneous, including factoring ano ‘o
franchising.

The Task Force examined the sources of capital in
detail and <oncluded that capitaL%scarcity in certain key
situations discouraged creation of small businesses,
retarded the growth of others and made still others -
unnecessarily vulnerable to aexerse changes in the economy. )

IS

/3

B. CAPITAL GAPS ) - : , ' ‘
‘ _ [ v, .
As it sought answers to the question posed‘’above, tn -
*Capital Access Task Forte identified several key gaps in. ‘\
the availability of -capital fer smaller enterprises.
These gaps include: - N
1. . Start-up g® "second round" capital, both equity =
ano\non-equity, especially for technology-based
busipesses; ' e »
2. um-term (2 to 5 year maturities) loans or ’
‘ nes of credit for existing firms; ; g
3. Long-term séburgﬁ loans for langy)plant expansion =~
and equipment; and ‘
4. Long-term’mixéd equity and debt packages. 4 g;

*

¢ P N
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* should be considered-to be'a separate issue which requires

.for’’small and medium-sized ‘businesses. This trend has

.expense of selling securities publicly has skyrocketed. o s

\
There are fewer problems with regard to other types of
capital. Obtaining shert term bank\loans'for working

capital is not overly difficult for most existing small: )
businesses; likewise, many small businesses are-able to

get short term credit arfanged through equipment \\\\ .
manufacturers or suppliers. _However, another potential

gap, Capital for business creation by low income persons,
p6ses special praoblems of accumulating .¥nitial equity, ana’

a comprehensive, programmatic response. v

Start-up and Second Round Financing. The first of the
gaps identified by the Task Force results from changes in
the business environment which have altered both the
extent of small business capital needs and the ~ T
availability of key components of the mix of financing. .
The cost of entering inaustries with high growth potertial

-

has incre <drasticaIly.@ Once, several inocividuals with
technical éxpertise coula begin 4 viable semi-conauctor
business with less than $250,000. Recent industry . o

estimates ingicate that, because of needs for increasingly
sophisticated equipment, a similar business today woula |

require $2 to 3 million for start up. Initial capital -

needs of this size puts a start up beyond tpe limits of //

the %avings of most indiviauals and mandatfs outsiae

investors. Likewise, there has been & qualitative change ,

in the ability of high growth businesses to obtain capital —
necessary to sustain growth rates of 40% to 100% .per year,

which are’ typicdl and necessary for a technology-basea

firm. Despite highly publicized: recent publi®d_financing

of genetic engineering firms, second round financing for N
high growth firms is rare. WHen even glamorous, -
technology-based businesses have difficulty obtaining
appropriate capital, less spectacular, but growing.and
solid firms fipd. the task almost impossible. s

- >

One of the most widely described and decried .
developmenfts—of the last 15 years in the capital market
has been the gradual extinction of public equity financing ..

been accompanied by the demise of the majority of small,
regional brokerage- 'houses, which provided the entre-into
the public equity markets:and functioned as market-makers °
for the securiti®s of small firms. Concomitantly, the-
The disappearance of the public equity market for smaller LY
businesses has two related, pernicious effects. First,
those Businesses are forced to rely eyer more exclusively
on retained earnings and debt capitgl™for expansiaon
purposes. Secondly, because prospective investors realize
that ‘their opportunities to resell. securities of a smalier

o0
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business at a profit in.the public market are relYatively
. slim, they are less likely to purchase the securities in
the firstiplace. Both Fedé;al and State securities '
" regulation have contributed to the difficulty and -
complexity of rafsing private equity capital. The -Task
V//Forcé found that the State can undo regulatory roadblocks
without jeopardizing the public. '
Medium-Term Debt Financing. Obtaining medium-term
loans 1s a problem for most small businesses, even
allowing for the SBA's loan guarantee program. Fedé€ral
. and state banking regulation and.the highly concentrated
banking market in California have combined to cause
significant aversion to loan loss risks by the ‘State's,
banks., This risk aversion particularly affects small
businesses, even when they are willing to pay-higher
_interest rates to- compensate for higher risks. In, - ,
addition to unjustified institutionalized risk aversion,
bank lending officers in branch banks often lack 'expertise
and motivation to make significant numbers of small

business lqans.‘ .

Lopg-Tern Secured Loans. Long-term financing for
business improvements is readily available to large
~companigs from insurance companies or the public debt
market. However, small businesses are usually unable to
tap these sources. The loans which small businesses seek
arezoften too small, or too long-term, or beyond "the area
of lending expertise of potential lending institutions.
Again, SBA-sponsored ingtitutions have made only a small
dent in this neglected market. While SBA Section 502
. Local Development Companies and California Business and
Industrial Development Companies ("BIDCOs") are promising
initiatives direct®d at this problem, the capital and the
. guaranteed authority available' to them are severely
limited...If the bonds -to be issued under the fewly ,
created Califernia Ifdustrial Development Financing Act
can be primarily used to finance businesses at.the smallegp

end of the -allowable size spectrum, the Act could be a °

major cogtribution to easing the gap in long-term finance.
. ¢ .
Business Purchase Financing. As a result of the final

.. gap ldentified by the Task Force, small businesses are too
often-wound up, even though successful, because .
appropriate long-term financing for _replacement of a
partner or for prospective new owners cannot be arranged.
Mixed equity/debt finmancing for these and other business
continuation or expansion,purposes should be more freely

> available. - , - )

. . R /
Data on Capital Access. Financial data clearly
indicate a massive shift in the ability of small
tt sinesses to gain access both to equity capitgl and,
possib’ly more importantly, to middle-term and long-term
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“ aebt. Cemparing-the years 1972 through,1976 with the
earlier period of 1958 through 1971, inaicgtes that
manufacturing corporations with less than $1 million
increased their dependence on internally-generated funds
from about 30% of annual financing to nearly 50%.
Similarly, the same small businesses doubled their use of
bank loans in excess of one' year of maturity, while their
use of other long-term liabilities, principally bonds and
leasing agreements, decreased from 17% to about 2%. This
shift indicates a drastjc decrease in the average maturity
. of financijmg, because bank loans typically have a much
+ shorter period‘of maturity than the other sources of
financing.* " The credit needs of noM-manufacturing small
businesses are at least as severe as those of
manufacturing businesses, which are able to. accumulate’
greater stdcks 'of assets suitable for collateral.

In order to analyze.appropriately the neeos of small.
business for different types of cregit, it is important to
differentiate ambng. 'small pusinesses-by size. Nationwide
surveys taken between 1973 and 1976 indicate that the —
,Smallest and the largest-smal%'businesses view

S

]
.

unavailability of credit as a¥significantly moré'important

-__bparrier than_do middle-sized small businesses.** The
smallest are businesses with less than $50,000 in annual
sales and the largest are those with annual sales of more,
than $350,000. A possible explanation for-this fact is
suggested by Osborne and Bradford, i a report. prepared
for the California Assembly Office of Research in
1977.%** They concluded that larger businesses need
credit to expand, while the smallest busigesses need
. credit tq survive. Middle-sized small enterprises tend to

. stay within a limited size range. .

. >

The Task Force emphatically belieVes that many
existing small businesses are unnecessarily - ~
under-capitalized because of’ynavailability of middle-term
and long-term debt. The Tesultant reliance upon ’
internally-generated funds for expansion hinders their
growth and their capacity for employment generation.

-

1

-1} : < "

* National Federation Qf Independent Bysinesses,
Quarterly Economic Report for Small Business.

* ﬁepék Hansen;‘Bankingwand the Finance of Small
,Report to the U.S. Comptroller of the Currency,

Business
1979.
. . 3 : < '

. ~ ~
##% A E. Osborne and W.D. Bradford, Small and Minority
Business in California, Performance and Prospecys,

. 'California Assembly Office,eﬁ\iesearch, 1977.  \L
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The Role of Policy in Addressing Capital Gaps. The
Task FoTrce recognizes ihat there are a number of oveégll
economic conditions which -impact upon gmall businesses,
which the State of California can do little to remedy
directly. High interest rates, low savings rates, a =
depressed equity market for most small issues, inflation,
‘and governmert-induced changes in the capital market have
cgntributed to small businesses' financing problems. At
the other end of the spectrum, patterns of implicit
- private and ic credit allocation have resulted in
uneven oppdLtunity for small businesses to locate and
expand on a Qeighborhood-by-neighborhood basis.
Businessgs in suburban areas have a better chance to.
_obtain business capital than those in some urban areas.
This sort of "allocation" results in part because of the
increasing reliance of small businesses on funds from
family, friends and associates, Oependence on this source
makes entrepreneurial success much more dependent on the
economic class of the entrepreneur than his or her merit.
Another cause of implicit "allocation" is ‘the tendency of
whatever institutionally-derived risk capital does exist
to flow primarily to” small businesses in high technology,
industries, which tend_to be located im relatively
affluent semi-suburban areas. The Task Force concluded
that the Stite should and could.do more to.make capital
resogurces more available to small businesses in a more
equitable fashion.’ . .

The Capﬁtal Access Task Fofte devoted most of its
attention to: ‘ . . BEEAPRR

(a) évalqatinb the need and pétenfial for using )
public policy to increase sources of financing to
fill the capital 'gaps it identified; v

(b) examining the difficulties faced by the banking
system in meeting, small business capital needs;
A . ‘ ¢
(¢c) examining CeTrtain' issues of State tax policy and
small business needs for management assistance,
to the extent that those issue$ affect the
.gbility of small business to gain access to
capital. N .

P

The Task Force left to the Taxation, Regulation and
Assistance- Task Force the detailed analysis and
recommendations with regard to tax poliBy which affect the
capacity of $mall businesses to generate capital
internally. :

»
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Although the State of California can have little
effect on overall macro-economic problems, there are a
series of initiatives which the State could either
encourage, or undertake on its own, to ameliorate the
capital and creoit difficulties faced by small *
businesses. These initiatives fall into three major
categories:

¢ .

A. Small hut 51gn1f1cant reforms in the regulatlon
of state-regulated finanmcial institutions,
licensing additional independent banks and
aggressive negotiation with leaders of the
lending" communlty to establish greafer

- participation in opportunities available 1n small

' bu51ness lending.

B. Introduction of new instruments and techniques to
permit small buginesses to borrow at mogre
favorable interest rates, for terms th@t are
longer than currently avallable . >

C.- Creation of a package of regulatory and tax
changes to make equity investment, in.california
. small businesses muci more de51rable than is
L currently ‘the case. .

The»Task Force's recommenﬁatlons (Appendlx 1, ,pages
102<103). are directed toward creating 1n1t1at1ves in these
area The remainder of this Discussion Summary examines
.the performance«of institutional sources of small business
capltal and sets forth the findings on which the Task
Force.'s recommendatldns are based. -

C.  PRIVATE SOURCES OF SMALL BUSINESS CAPITALT
‘Commerelal éanks Small businesses rely on banks as

the 'single most important institutional source of small
bugsiness finance.  Banks provide small businesses with
'ggieral short-term credit, sefured loans and, along with
specialized private lenders, inventory .and recelvables
financing. Small '‘business reliance on banks has increased
markedly in the pas{ 10 years. Evidence also suggests
that, during this pewmiod, the average maturity of loans
from institutional sources, including banks, has been
dramatically. reduced. At the same time, the availability
of both long-term debt from other soufces ‘and of risk |
equity ‘capital has been significantly reduced. This -
reduction places additional pressure on small businésses
to utilize short-term bank lendlng as though \i{z were risk
capital. Standing squarely in the face of tWib

development is a hlstory of bank regulation & banking

%
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practice which encourages+banks to avoid business risks,
even when accompaniec by commensurately higher rates of
overall return. The Task Force was particularly concerned
about the effects of risk aversion by institutional

lenders. One Task Force member summarized research
results on this issue in a ‘paper as follows:

It was found that a majority of California's major
bank senior officers defined the market for bank loans
as the "no risk" market and did not believe in
gradations of risk, even if accompanied by .similar or
even better ratios of return. -~

Put in simple n ers, banks generally believed that a

loan portfolio with a 12% face interest Teturn and
0.5% loss rate was acceptable, yielding an 11.5%
return before expenses. Banks did not believe that a
14% face return with a 1.5% loss rate yielaing a 12.5%
net return before expenses was an acceptable business
practice.* .

Because of risk aversion, many small businesses, which as
a class are perceived almost undiversally to be higher risk
borrowers, find it difficult-to obtain debt capital at any
cost. This difficulty is especially true of term loans
with maturities in excess of two years. Risk aversion is
prevalent in older urban areas where the banking community
is more consumer orientéd and where business risks arg
.believed to be higher. o

Rather than attempting to combat such credit policy;
both Federal and Sgate banking regulation tends to .
‘reinforce it. Typtcally, banks are very highly leveraged,

“and in order to protect depositors, ‘both the Federal and

Staté\governmeﬁts have adopted extremely conservative
standards of bank ;egulation. e most obvious example of
this regulatory orientation is the. tendency of bank
examiners to "classify" loans to.small businesses without
regard to the borrower's actual credit worthiness.
Classification means that a loan is.deemed so insecure
that it may not be counted-as a part of the banks' assets
for purposes of calculating reserve requirements._i

r .
-

L

One major Federal small business program has fQcused
pn this issue. The Small Business Act of 1958 guarantees
90%-of the principal, of ‘bank loans made to small .
pusinesses. That program, however, has not beep able to
alleviate risk over some issues fully because both banks,

* "Hansen; [3p. cit% P. 95..——— e . . /
' -
Axl:". ———
* T * ' . N
X - Coe
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and small pusinesses perceive the accitional costs of
transaction and rea tape to be, excessive,.and because the
guarantee authbrity under the program is limited.
Nonetheless, over $ 2.4 billion in SBA guaranteed §7(a)
loans were made*during fiscal year 1980.
The Task Force formulated five recommendations
intended to reduce the incidence of risk aversion’in small
' bgsiness lending. They are intended to complement Federal"
efforts. .

The Task Force concluded that the degree of

concentration-in the banking.market in California is a

- factor in the availability of finance for small business.

. Large banks tend to concentrate their commercial lending
efforts on larger customers because the tgansaction costs
of making such loans and the risk factors both tend to be
low. The extensive pranch networks of the larger banks in
California have not,resulted in a strongly positive .
response. to small business lending demand. Branch -bank ‘
loan officers often have a conservative approach to small
business loans. In part this conservatism results from’
the method the banks use for evaluating the:performancefof
branch bank managers and loan officers. Such evaluations

- tend to focus on the number of defaulted loans s
attributable to the branch, rather than to lénding .
. ’ profitability. Branch bankers-too frequently are not
> - adequately trained to evaluate small business loan
applications, and the high turnover of branch bank lending
officers tends to make it difficult to maintain Jong-term
borrower relationships which would support higher rates of
s loan approvals. Many branch bankers aavange,through their
. bgﬁk’s administrative system as head tellers and operation
managers rather than through the bank's lending system.
Officers with .this training often manage a branch with
high teller activity, usually in urban communities. Such
an officer too often lacks long-term commitment to BN
commercial lending and, as a resulty urban small business
lending needs are likely to be de-emphasized. :

In order to meet the needs og/many small businesses
. for more accessible short and medium-term lending, banks
should be encouraged to develop alternative systems o=
evaluating-small business lending applications. Newly
- established small businesses are rarely able to project
. current net earnings, and many expect to gengrate profits
\ " no sooner than:seyveralNyears.after start-up. Yet banks «
' consistently tend to evaluate requests for loans during a
* business's incubatien stage on a’yearly performance basis
4 Yithout regard to growth podential and future %grtg
~ profitability. This short range approach to lending Is a
 deterrent to adequate capitdlization pf new and growing
businesses. anding based on growth potential is clearly

Q - , 2 () ’ ! '
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neeged. Such alternative lending criteria are used as &

matter of course in some foreigQ cguntries, including

Japan. , ‘Q/

. It appears that small angd newer banks tend to provide

N groportionately better finangihg services to small
‘usiqgsses‘than larger banks. Creation of additiomal
banks' could help small businesses in many communities.
However, in too many instanles, small banks cannot
generate sufficient sawings activity and depasits to meet
the loan demands of local small businesses. Thig is a
particularly acute problem in economical depressed areas
where savers tend to be older people who¥ave been
customers of a largé bank for many years. Increasing-‘thes

»

’ liquidity of small and new banks could be an important
aspect of a strategy to improve the availability of
financing for small businesses. . -

The need for adequate .data concerning émallr business
lending is'a very impoctant issue. There is very little
information concerning business .lending patterns, broken
down by.size of business_and location of lender. . Whilg
the FedéradxCommunity Reinvestment Act require some small
business l1oan information disclosure, most banks aggregate
their commercial loans in thedir reports, making it "-
difficult to determine actual performance by area.

Without such data, it.is impossible to determine how well
a bank has performed as a small business lender. A
statewide bank may maké a significant cluster of small ,
busines@ loans through a single branch to particularly
attractive borrowers, such as highly successful electronic
businesses, while at the same time:ignoring all other ‘
small business loan demand. Such™g.clustegr of loans might
not reflect as significant a commitment to small business
lending as might otherwise appear. As a result, there is
a rieed® to supplement &he disclosure requirements of the
Federal Community Reinvestment Act in order to require N
* bank branches to 'g§isclose their small business lending .*
activities within their immediate neighborhoods. B
! .Other Institutional Lenders.” In addition to banks, «
’ *" there are a number of other institutional capital sources k
theoretically available to small businesses. In
actuality, however, mpst small businesses receive.no -
. capital from non-bank, private institutional sources.

When noh-bank eredit is obtained, it often is’ from
/ suppliers. Businesses interviewed by the Project's. .
BN research team indicated that suppliers'.credif was
< important to them, although it was limited in ., .
. versatility. Credit extenqu by suppliers is almost”
* always shoTt-term and usually secured by a lien on the
) items purchased.. Equipment financing often involves | /
/4 ~leasing rather than sales., ‘ ~ .

'3




Businesses in some inaustries tenac to use spe01allzeo
lenders for equ1pmen§, receivablegg®r inventory
financing. The specilalized lendei include commerc1al“*
finance companies and 1ndustr1al an companies, which are.
state-regulajed flnanglal institutitons which pr0v1de.a
variety of gelatively h1gh cost ‘business credit services.
The maturity of loans issuable by industrial loan
companies i$ limited, in general, to seven years or less. _ -
Industqlal loan companles are a relatlveiy insignificant
aspect of the small business capital market

Sav1ngs and loan associations are primarily known as
‘sources of home mortgage loans., Nonetheless, they are
also permitted to lend funds based on the security of real
property other than residential property. Federally
charterec associations may imvest up to 25% of their
assets in commercial real estate loans, commercial paper
and corporate debt securities. State chartered
associations are.likewise permitted to make commercial
real property loans for terms ef up to twenty years. L.
Because of the massive sizg of th€ savings and loan.
ingustry in Callfornla, any comprehensive attempt’ to,
stimulate increased lending to small businesses must
include them as an integral’cpmponent, despit# the fact
_that commercial and industrial lending has historically
"been a'minor aspect of their activities.

i . .

. Life insurance companies are major sources of tapital
for larger ‘businesses, primarily for plgcement of longer
term debt securities, sometimes- with equ1ty =

,_/

part1c1pat10n HoweveT, ‘financing from insurance
companles is relatively unavailable-tq small businesses.
Most insurance debt placements are of substantial size, in
order to reduce trangsaction costs, and are generally
beyond the scale of the needs of small busifiesses.
Moreover, legal restrictions oo the portfolios of
insufance companies restrict their abiliy to.invest in
small ‘businesses to a substantlel -degree. Finally,
insurance companies lack the "retail network" of branches
and lending officers that banks tend gp possess, making
them less accessible to borrowers. Despite the
unfavorable attributes of the insurance industry as a
source ¢f capital for small bu51nesses, the size of the
finahcial resourced which they. control.givestinsurance
companies interesting potential foqplnvolvement in 'small
business lending programs. However, any such small
business lending program necessarily mu include creation
of new intermediary institutions ‘to perform the: marketlng
and credit analysis functions which insyrance.companies
» are currently ill- equipped to underfake. -. Another possible.
tactic is the assembly ‘of a- sufficiently attractlve s
package of State and Federal incentlve? to induce existing

20
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fiscal intermeciaries, such as prokerage houses, to

package small business loans in formats which-.are more

accessible and-acceptable to insurance company investdrs.
- r'4 *y

An example of this latter approach is the combination
of Small Business Administration guarantees and California
Pollution Control Financing Agency tax-exempt bond
issués. - The bonds are industrial revenue bonds backed by
a guarantee of the SBA. They typically provide financing
for 10 or more,small businesses under a single issue.
Packaged in th%s way, the bonds are an attractive:
investment for lboth institutional and individual

. investors, when priced at the market rate for AAA -

tax-exempt issues.

- Instétutienal Sources of Equity.Capital. The Eroblems
faced by small business in tapping the public market for
-equity securities were describea above. .Even greater
problems exist in attempting to sell equity securities to .
private and public pension funds. The pension funds
constitute the largest institutional source of., investment
capital in the nation, but because of legal restrictions
on investments and lack of appropriate fimancial - ‘
intermediaries, their capital is-unavailable: to small
busfness. .The investment policies of private funds 3re
constrained by the Employees Retireﬂfnt'lnvestment
Security Act, which has resulted in increasing—the.
concentration of fund manager’s .on the debt securities and

stocks of tHe largest and most stable corporations. State o

statutes mandate the same resuit for all but a very small
pfqpor;ioﬁ-of the assets of public pension funds. ’ .

Despite traditignal reliance by the funds on long-term

corporate bonds and mortgages, .market conditions have

forced the funds increasingly into stocks and, more

recently and io>very modest amounts, into venture

capital, This movement could provide the basis for
significantly increasing the flow of privatg capital®to,
smaller businesses if apprepriate intermediary . -
institutions can bé found or established to create and

manage small business investment portfolios. = The Task '
.Force beljeves both the BIDCO program and existing SBICs )
of fer good starting places for such a program.

€

.D. PUBLIC SOURCES OF SMALL BUSINESS CAPITAL . Yo

B

/ Small Business Adminiétration

The major Federal response to small business needs for
capital has been through the Small Business )
Adm#nistration, which operates a large geperal purpose
loan guarantee program and a large number of small special
purpose direct and guaranteed loan programs for eligible
small businesses. ‘ :

23




Section 7(a) Loans. In fiscal-year 1979, the SBA' o
” guaranteed $2.58 billion in“small business loans and made
t direct loans of $229 million. 1In fiscal year 1980y the )
corresponding figures were $2.38 million in guaranteed
loans and $83.5 million in direct loans. It is wortﬁgﬂile
to note that these nationwide dollar amounts for Smal
Business Administration lending represented in 1980 a
togzl of 16,360 loaris to small businesses. This number

, ~—should be cempared.with the over 400,000 'sifall businesses
. in the State of California which employ ome or more pegple
) injaaditioq toétheix owners. , .

- - The Small.Businegss Administration's direct and
- guaranteed loan program, Section 7(a), is by far if{s most -
important undettaking in the capital.markets.
. Nonetheless, in addition to the fact that a relatively
limited number of loans are available, SBA guarantze$ and
direct loans have net been efficient in’'gaining’access for
small busindsses to- new sources, of capital. The SBA has
become ﬁncreaiéngly conceined with collateralizing -its
exposure in t same way that a private bank would.
Because of this trend, the main advantage to most TN .
' . businesses of a SBA loan is to gain a slightly lower
® interest rate and a glightly longer term for the loan than
‘ would be the case if the Business collateral had been used
for a purely private loan. In addition, SBA loans :
- [ typically require business entrepreneurs ‘to risk all of .
theie personal assets, in addition to all of ‘the 8
- business's assets, in support of the loan. By requiring
such pledges of personal property, the SBA guarantee
becomes most attrattive to people who own stable
‘ businesses or to those who have little in the way pof.
personal assets to lose if the business fails. This
policy, therefore, is no incentive, and perhaps is a,
disincentive, for people who own property who might
consider starting a new business. Small’'business owners
are wlmgst uniformly -negative with-regard to the “red _ .
tape" generated by the SBA loan approval policy. The SBA
requires secondary evaluation of all SBA loans by a SBA
loan officer, an-unnecessary and expensive step which
tends to shift responsibility for making the loan from the
bank to the Government. Finally, the SBA provides
“ assistance only to businesses which fall within its size
standards. Because of the rapid erosion of the capital
market for any business less than a very substantial sizg,
there is a gap for businesses larger than the SBA size
standards but.not so large as to be able to gain access to
significant bank lines of credit or privdte placements
from insurance ‘companies. ’

~
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.long-term loans with maturities'of at least five years to ' (;;’//

. private money invested in the SBIC. Funds/lent to

businesses. However, the perfofmance of SBICs ecould be

@
Small Business Investment Companies. The Small

Business Administratiom licenses_and regulates Small .

Business Investment Companies ("SBICs"), which are .

privately capitalized and managed financial institutions.

SBICs are chartered to provide kquity capital and '

small businesses. They also are authorized to provide
management assistance to the companies they finance.
Rlthough an SBIC can purchase equity securities of a small
business, it is prohibited, in most cases, fr owning
more than 50% of the voting securities. SBICs are able to
guarantee loans made by lending-institutions fo businesses ' .
in Which the SBICs have invested. SBICs are/mean$ of
funneling public funds to private businesses through’ the
medium of long-term loans by the government ito each.SBId. 1\
After an SBIC is qualified, and is licensed/ the SBA will
lend up-to $3.00 of Federal-money to match every ${§?O of ?

he ‘i
SBIC by the SBA carry a,one-half percent surcharge Qver
the government cost of capital. -~ The surcngrge covers
operating expen is used to create A loss reserve.
So far there have been no skrious losseslgnd there is a .
substantial surplus in the loss reserve. The SBIC program
is currently of substantial size, with oper. $650 million,
in ‘financing to small business outstanding as of the end .
of fiscal year 1980. At that time, thefe were 439 SBICs,
including 110 so-called Section 301(d) [licensees. Sectien
301(d) licensees are SBICs which have Been provided with |
agdditional financing incéntives which Jlower their\
qperating|costs but which mgst direct /their financings
éowards businesses owned and operated/by individuals who

re economically or socially dis

| : ?
Although §%ICs are an i tant resource .for small
usinesses, they suffer firom a numbgr off faults designed
iNto tHe program. The principal difficylty is their .
indbility to pravide "patient" or long-ferm, non-interest _

~to growing business. SBICs-;ust over-their e
overhead gnd the current interest costsjon the debentures
issued to the government. ‘As a result, SBICs are-biased
in favor Ff low risk investments which pay 'an immediate

~

return. [Their investments typically take the form‘of

- convertible, interest bearing loans rather than straight

objection, SBICs remain

equity investments. Despite-thi
-access for small

an impggtant addition to capita

-

improved: by public investments hich. provided funds on -
which interest is deferred. Such investments in the SBICs
would permit them to increase the flow of equity to
growéng small businesses. 7' :
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State anad Local Oevelopment Corporatiohs. "The State |
Development- Corpdration. program, under Section 501 of the
Small Business Investment Act is a potentially Importarft
soufce of capital for California small bUsinesses. J;;

~

California is unique in allowing for the formafion of jany
number of development corporations. within the  State unqer |
the licensing and regulatery authority of the State
Banking Oepartment. The regulated statute of the State -
‘Developmeat Corporations, known in California ag Business
and Industrial Oevelopment Corporationms or "BIOCOs", is
particularly “important;¥ecause it permits these |
institutions‘to be eligible® for other gowernment .guarantee
programs, incéluding the, SBA Section 7(a) program. Use of
other -guarantees i critical to a BIOCO because virtually
ne guarantees under~Section 501 have been rgranted in
Hecent‘years. ’ c

A BIOCO cdn be incorporated and owned by a wide e
variety of investors, including individuals, financi®
institutions, business corporations, public utilities,
non-profit ofganizations, and governmental bodies. Thew
_opportunities for a BIDCO's financial operations are
equally broad. It may lend money or otherwise extend
credit, purchase securities directly or jndirect;y, Eijf
lease property to the businesses in the gtate of
California. In aadition, {it may provide management ana —~
technical assistance and ngice»to California business
firms. , \ ' :

: \

Although thé{primary purpose of the State's BIOCO
legislation waS'initQ?L&y to permit,the operation of State
Development Corporations pursuant ta Section 501 and to
use Section 7(a) of the Small .Business Act, -BIOCOs gre not
limited to operations inyolving the Small Buginess .
Administration. They are authorized to provide financing
assistance and management assistance to busipkss firms,
without regard to size_standards, provided they are
located within the State of California. One. of the
primary attrhctions of the flexibility available to BIOCOs

is the ability to utilize their status as a licensea and-

regulated financial institution to obtain federal , -~ °.°

guarantees for up to 90% of the amount of the loan
extended to-a small business. After obtaining sueh a
guarantee, a BIDCO gay attempt to sell the guaranteed
portion of.the loan to other institutional investors and
re-ihvest the proceeds from the sale of the guaranteed
portion. In this: way, the BIOCO, which origimated the

, can multiply its initial tapital for lending into a -

larger amount through the use of the Federal !
guarantee, This leverage is limited, of course, by, the
* consfiraints; mentioned above, on the use of the Se ion
75a) rogram, -such as excessiye reliance on

-~
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collateralization, high transaction costs and delays
resul;ing from SBA loan approval policy,-ang loan size
restrictions imposeqg by the SBA. Nonetheless, the ability
to obtain Federal guarantees of BIDCO loans makes this
type of small institution a potentially powerful source of
capital for California businesses. The potential will
not, however, be realized unless significant -amounts of
equity capital are invested in BIDCOs. ‘During the first
three years after adoption of the BIDCO legislation. there
has been no.rush to incorporate and capitalize BIDCOs,
although at the date of this report, two are in existence
and others are planned. Having created this unique and
potentially powerful institution by statute, the State of
California should direct its attention to perfecting the
institutional framework for the operation of BIDCOs and to
encouraging their initiation and operationv

The SBA also adpinisters programs of local development
company loans for purchase of land,: buildings, machinery
and equipment. In fiscal year 1979, SBA direct and
guaranteed development company loans totalled $79.7
million, and in 1980 totalled just $20 million. For
fiscal year 1981, however, the SBA-is authorized to
provide a 100% guarantee of principal and interest on
debentures issued by certain selected local development.
companies which have a full time professional staff, an
active board of directors and professional management.
The amount of each debenture guaranteed by the SBA cannot
.exceed one-half of the cost of each small business -
project. The remaining one-half .must be obtained from
‘non-Federal sources. For fiscal year 1981 this program-
will have-a budgetary allocation of $100.million. This
program is particularly well suited to local business
revitalization programs. 3 ¢,

Industrial Development Bond Financing. Until January
1, 1981 California had no State wide authotization of .
tax-exempt industrial development bonds: Such bonds are a
mainstay of the economic development efforts of many
states. The passage of AB 74 on August .31, 1980
authorizes up to $200 million of small‘issuance bonds tQ,
assist private businesses. The Act auttforizes within each
city and county in California an Industrial Development
Authority which can be activated by vote of City CSuncil
.or Board of Supervisors.. An authority, issue bonds, to
be paid by revenues from the businesses ass sted. The

. bonds may be used to finance industrial projects. .

(manufacturing, assembling or processing) or certain
energy related projects. The bonds are intended to be
used for $mall projects, as defined in Section 103(b)(4)~

/" v
’
2
) ¢
@
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of—the- Internal Revenue Code, and as further limited by
the need to fall within the two eligible categories.
Commercial facilities, such as shopping centers, retail -

g
«
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_“storés, medical facilities, hoteds, etc. are isfeligible.
There may, however, be aia for commercial businesses in
the 1980 amenaments to the Community Redevelopment Law (SB
99), which will permit financing commercial structures in

a redevelopment project area.

The Industrial Development Financing Act sets up the
California Industrial Development Firancing Advisory
Commission which will approve or disapprove the bonds.
~__Criteria for approval include a finding that the public

benefits (including increased employment or payables,
reduction of prices or imcrease in quality of produets or
.better utilization of materials or energy) exceed any
detriments’

]

-

for California small business, but several large questions
remain. -Without some form of risk spreading or mortgage
.insurance, the bonds may not be saleable to the public.
This would mean that bank and other institutional lenders
might"be the only purchasers, and then only for bonds
backed by relatively large and stable businesses. 1In
adaition, the limit of $200,000,000 may quickly be reached
if the 'bonds are used for relatively large projects. ’
‘There is no certainty of expansion of the borrowing limit.

Revolving Loan Funds. Publicly-funded revolving-loan
funds, operated by local governments or community-base
organizations, are another potentially significant source
of loan capital for urban small businesses. This type of
loan fund has been created both by the Economic :
Development Administration under Section IX of the Public
Works and Economi® Development Act and by some cities
using the trban Development Action Grant and Community
Development Block Grant programs. More than 15 locally
‘operated revolving loan funds utilizing EDA or UDAG monies
have been started or authorized in /the State of
California. They range in size frpm approximately
$300,000 to. several million dollaxs in initial assets.
The State of California has used @ portion of funds it
receives from EDA to.provide backup technical assistance
in creating and operating local revolving loan-funds for
small Businesses. However, the amounts allocated to the
State for these types of activities are relatively small
when compared to EDA's large expenditures for public
sector grants for infrastructure and capital .
.improvements. There is great potential for combining
these local funds with private capital sources, including
banks and BIDCOs, in coordinated programs for small
business financing programs. ) o >

o
o

Revenue bonas could be an exciting new source of.funds -
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Community Oevelopment Corporations. Finally, a small
but potentially significant source of capital for urban
small businesses is found in community devadopment
corporations. Community development corporations ("COCs")
are the result of a federal anti-poverty program initiated
iQ the 1960's. COCs are community-based non-praofit
.cOrporations charged with facilitating ‘economic revival of
their neighborhoods utilizing a combination of public
funding "sources and private investments. Certain COCs,

« approximately 40 nationwide, including several in

California, receive more intensive funding to conduct

institution-building and venture investment programs.
Other, smaller COCs have utilized foundation .grants, EOA
funds, Office of Minority Business Enterprise funds, and a
variety of other sources of support to encourage creation’
and growth of small entrepreneurial businesses, as well as
community-operated self-help undertakings. In certain 'low
income communities, COC financing may be the only
alternative for small businesses to gain a foothold in the
¢ capital market. )

Management and Technical Assistance. Throughout the
discussions conducted by the Capital Access Task Force
there was recurring recognition that 'small expanding
businesses typically require some type of-management and
technical assistance in order both to obtain and, perhaps
more importantly, to utilize effectively, additional,
needed capital. ‘The need for financial, management and
technical assistance for small businesses was voiced -
across the business speéctrum, by owners and operators of
private venture capital firms seeking investment
opportunities as well as owners of small struggling
neighborhood businesses. This need is clearly not being
met by existing institutional sources of education and
training, nor by private business consultants, nor by
financial institutions with which small businesses’ may °

. .\ come in contact. « .

One result of recognition of the need for this service ™

! was embodied at the national level in the creation by the
Office of Minority Business Enterprise, beginning in 1972,
of a large number of Business Oevelopment Organizations,
("BPOs"). B00s were essentially community-based :
organizations funded to hire professional staff to assist

. ‘potential minority entrepreneurs. There were problems in

findin% qualified staff for such projects because there

-was little prior formalized business assistance’ for any
class of small, business. Few small businesses had
believed that they could afford to, pay professiopal costs
for such a service. The people who worked in such

. -organizations were generally new to such work. BDOs
primarily packaged loan applications for SBA guaranteed

)
-
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/y‘ loans. Once finamced, either through SBA Section 7(a) .
loans or from a Section 301(a) SBIC, the financed
businesses were usually on their own, without continuing
management and technical assistance. Such assistance was
theoretically available from a separate group of
OMBE-funded organizations called Business Resource
Centers. Unfortunately, the businesses helped by BDOs
.. . rarely were helped by BRCs. Moreover, BDOs did: not have
ongoing responsibility for the long term successes of ‘the
businesses they assisted with financial packaging.* The
contractors with responsibility to provide management and
. technical assistance (the BRCs) also had no long term -
financial commitment to the businesses. As one
commentator has said, "Few business problems are of a
nature that they can be solved by one-shot consulting
assignment, and the program did not tie together the
long-term commitment to success, the capacity and
financing to support technical assistance, and the 'gut
_level' commitment to the success of the business .
matched with a financial investment in the business.
no government programs moré clearly point out the needed
close relationship between all of the elements of business
assistance than the minority enterprise program.' **

[4

Whatever initiatives eventually undertaken by the

State in the field of financial technical assistance to
small businesses must be designed to .link immediate

' — services to longer term commitments to the health of the
businesses served. The Task Force on Education, Training
and Technical Assistance suggests (pp. 43-46) that Small
Business Development Centers attached to public
educational institutions are a viable, testea way to’
deliver financial technical assistance.

Z

*'See,yReport'of ﬁhe Comptroller General, "The Office of
Minority Business. Enterprise Could Do More to Start and
Maintain Minority-.Businesses" G.P.0,/Nov. 10, 1977.

*

** Hansen, Op. citf.,p. 64

0
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TAXATION, REGULATION AND ASSISTANCE TASK FORCE’ e '

DISCUSSION SUMMARY
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C. Non-Regulatory Remedies = |

D. State Assistance for Small Business . ¢ . . . . .32

_ ___ Government intervention in the private conauct of . u
business is a pervasive fact of modern Amer¥can 1ife: These . - ——- -
interventions take the form of an enormously complicated

~ system of taxation conducted- by local, State and Federal
taxing authorities,. the operations of civil judiciary, which
adjudicates and enforces legal rights among private .
litigants, hundreds of legislatively authorized regulatory
bodies for the purpose of premoting safety and the protection
of the public, public contracting and procurement to provide
for the needs of the government for goods and services,
public works such as roads and ports, and firglly, a host of
governmental assistance programs which provide incentives and

. resources 'to private -businesses.' Small bisinesses have a
strong interest in each of these areas, but often have been
unable to participate effectively in decisions which affect
them.

Historically, much lip service has been paid to the
desirability of encouraging and maintaining the strongest
possible small business sector in the.national economy.
However, public ihtervention in private markets has too often-
resulted in taxes, regulations and assistance programs which

. are primarily addressed to the actions-or needs of larger -
: businesses. The effect of this orientation, at both the
. Federal and State levels, has been to impose .
disproportionately large burdens on the owners and
. prospective owners of small businesses who seek to comply
> with governmental rules or to gain access to the benefits in - |
the tax code, or from public procurement. These burdens' make .
it more difficult to start a new business or to expand.an .
existing one, and are particularly onerous when comparéd with
. __ the ability of larger businesses to-comply or gain ‘access to
benefits. To the extent that small businesses are inhibited
_in their formation and growth, private employment is also

<
»
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hindered, because small businesses generate dispropor- ‘
tionately large numbers of new job€. A big business
orientation is particularly inappaépriate, because the net
contribution of large businesses thd employment generation in
the private market has been negligible in most parts of the
country, and modest in California. ‘

A. TAXATION ISSUES FOR SMALL BUSINESSES

The'level and complexity of State and local taxation
affect decisions to initiate, locdte or expand businesses.
These effects are caused not only by business taxes, e.g.,
7;@rporate net income, sales taxes, payroll taxes, and
* -business property taxes, but also by personal income and
estate taxes as®well. The costs of tax compliance also
affect small business performance. In addition to preparing
and filing returns and paying the taxes, many businesses are,
: in effect, agents of the State in collecting sales tax and
Tt payroll taxes. A typical small .business operates in a highly
competitive environment; profit margins are relatively low.
Small firms are disproportionately affected by the costs of .
. tax compliance because they have fewer sales over which to .
-~ spread the costs of analyzing their obligations, collecting
the tax, preparing forms and the like. However, from a
. public -policy standpoint, the most important concern is that
" the current tax system discriminates in favor of large
businesses because it does not permit small businesses tg .
retain or accumulate the optimal amount of .capital necessary
for current operating needs and for expansion. -

1. Corporate Net Income Tax. California is one of 46
. * states that i1mposes a net 1ncome tax on corporations.
Business corporations in California, with certain exceptions,
are subject to a franchise tax of 9.6% measured on net
income, or $200.00, whichever is greater. Banks and
financial institutions pay a corporate net income tax of
11.6% on income. Natlionally, California has the second
highest tax rate on corporations' net income of all states.
o In 1976-77 California derived $10.67 of revenue per $1,000 of

personal income from corporate net income taxes. This was

prior to the ingfease in the corporate net income tax™which

was correlated with _repeal of the inventory tax.. Only the
state of Michigan had a higher rate. California's rate was )
' 59.8% higher than the national average.

v Because Californi®'s c®rporate net income tax rates are <J
relatively high, they have a significant effect on business
. behavior and expectations and, even after giving effect to -
their deductibility under Federal income taxes, are a
Ui ~,~ significant factor in the ability of small pusinesses to . =

{ retain capital. ,Jhe effect on capital formation and

-
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retention is accentuated because the tax is a flat ﬂété

rather than progressiv ;" and Qécause of certain, significant

dlfferenqes between the treatmept of corporate net income by

.Federal and California tax laws.

The -Task 'Force was dismayed to discover that the

effective State tax ratég after the computation of Federal

. taxable income, is 50% higher for businesses whose net income
was less than $25,000 than,it is for businesses whose income
is over $100,000. ' This regressive taxation reduces the

\ _ability of small businesses to retain earnings. This|retards
business growth because the most important source of small
business investment capital is retained earnings. The State
is disproportionately taxing the major source of capital for
small business expansion. . P .

Among the deviations from Federal tax law which
disproportionately affect California small businesses are the
following:

1. California corporations cannot'déduct operating
. losses bncurred in one year, from net operating
income in other years.

2. California lacks an analogue of the Subchapter S
provisions in Federal law which permit direct pass
through of earnings and, losses to a limited nunber
of shareholders. . ) )

.

[ 3

3. ' Under State law, California corporations pay the
same rate of tax on capital gains as they do on
o~ ordinary income. g Le
Of these three items, the inability to deduct losses accrued
in prior years from current income is the most important
aspect of State taxation which discriminates against small,
and particularly new small businesses. If a business incurs
losses during its first three years of operation .and is
thereafter profitable, California corporate net-income tax
will be assessed in the fourth year even though the-losses in
prior years exceed the gurrent year's gains. This means
that, taken as a whole, the four-year period would result in
net 1dss, on top of which the business would have a-tax
113bility. The tax liability reduces the availability of
unds for expansion, just when the business becomes
profitable. This. is a strong disincentive to business
,formation and, in particular,”to small business growth.

The upgvailability of a Subchapter S analogue means that
small business start up losses cannot be offset against the
other income of investors. This inhibits the ability of

"~ small businesses_to attract equity investors. ' ---N——

. 23
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Currently,’California corporations pay the same rates on
capital gains as they do on other types of* inceme., Reduction
of rates & capital gains for certain typess of budinesses, or
on certain types of assets, or both, might result in a
substantial incenﬁive\$o‘purchase new plant and equipgent.
This issue needs additional exploration and research,?but

ovides an interesting option for public policy. p

2. Personal Taxation. As expressed above, there is an ~
intimate relationship between the ability of small.businesses
to attract or generate capital and the taxation of =~ 7 °
individuals. While the principal source of small business
capital is retained earnings, the two principal- sources of
start-up .tapital are entrepreneurs' savings and investments
by family, friends and associates. The attractiveness of an
investment from either of these two sources depends in large
measure upon the perception of gain to be realized upon the
success of the business. At the Federal level, capital gains
%axation rates increased from 25% in 1969 to 49% until 1978
when Congress reduced the ceiling to 28%. Not only did
equity underwritings of small businesses dwindle to almost
nothing during that period, .but the attractiveness of private
investments from savings and by family, friends and
associates of a business owner also dwindled markedly. .
Althoﬁbh rates are now reduced,.in order to attract’ capital
from outside of a small business, further reform i
necessary. While the bulk of taxation on capital Gains is at
the Federal level, State income tax rates are not .
inconsiderable. A State policy to encourage capital
formation in small businesses should include attention to
mechanisms to defer or forgive taxation on capital gains of
individuals which are #e-invested in small busine$ses or
which are derived from the sale of interests in,small
businesses. Providing a deferral of capital gains tax on
gains from passive investments which are invested in small
businesses is a particularly promisihg way to spur

prdductixiérjob produciag _ipvesting. -
P

-z, ayroll Taxes. There has been a, tremendous increase
the payroll tax burden borne by businesses in the past 15
yerrs. Most of the increase can be attributed td the -
se in sooial security rates and the tax base on which
security taxes are calculated. The 1980 maximum cost
for social ’§ rity taxes is 4.24 times the 1970 level.
Allowing for inflation, this is still a doubling of the
social security t o

0

Payroll taxat}bq, however, is an area in which it appears
that the State can do little to alleviate the direct,
_financial burdens of small businesses. The State's
collection of unemployment insurance, workers' compensation

!
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and state disability .insurance is not typically a major
por;ﬁ%n of the tax burden of small businesses. However, with
rd to administration of taxation the State could do much.
provide a more equitable procedure for appeals of i
administrdative decisions affecting individual small
businesses. It may be perceived as being costly for a small
business owner to attempt to appeal an unempldyment claim or
an adverse rulipg regarding workers' compensation. .
Commendably, the State has made a concerted effort to reduce.
the paper work associated with filing and paying payroll
taxes. This effort should be continued and reevaluated 5
periodically. . Some small husinesses suffer from what they

Teg

\_ consider to be excessively high workers' compensation
premiums. Re-examination of the effects of workers' .
X compensation on small businesses which operate in hazardous -
. industries may be warTanted. — ,

. . 4, Local Taxation. Followitf the adoption of .
/”“‘\ﬁropositfon 13, numerous California ties hastily adopted °
ajor increases in local business fe€s-and-taxes. Some of

these taxes had previously beerr considered merely "nuisance .
taxes", but after the increases they becgme substantial
drains on the income of small businesses. Typlecglly, cities
with relatively depressed economic activity imposed the -
greatest number of these types of taxes. Such taxes are in
the end counterproductive to a_healthy local economy, because
they tend to drive out otherwise viable small businesses, :
especially the very smatlest small businesses. As a matter
of public policy,  the State government should investigate in
detail the opti6ns_available to alleviate the burden of such
disproportignately high local business taxes in depressed
urban areas and neighborhoods.

\\- B. IMPACT OF -STATE REGULATION ON SMALL BUSINESSES

. Governmental regulation is a substantial problem for many
small businesses. The problem was illustrated by a
hypothetical example by James D. McKevit, Washington Counsel:
for the National Federation of Independent Business in
hearings before the U.S. House Subcommittee on Special Small

Business Problems in 1979: .

' You are a small businessman with 25 employees. As.

such you are not only general manager. but functio

» 3& as sales manager, personnel manager and so on. 9Yau-
typically hayve a .60-hour work week. In additioft to

woperating your business, you are expected to

identify all .federal regulations affecting you -

business from the more than 70,000 pages of the °

Federal Register printed annually, as

well as state and Jdocal regulations, read and

understand them, recognizing that the regulation

.
o
* : -
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' competency-based licensing, such as for gontréctors or

* - . 4 : _—

‘per se is. the only arbiter of compl%éhce, ana then
absorb the cost, with the knowledge “that your per .
unit' ' costs is greater than for larger competitors. =

The degree of regulation imposed upon a small business
by State and local authorities is primarily determined by
the type of business operated. Many types of businesses
require either_a State or® local license, "or both,. in order
to begin operation... Such' licenses include both - B §

cosmetologists, those involving public safety and

conv@nience, such as for emergency transportation_services, .
or licenses such as those to control alcoholic beveragesy
undertaken to protect the safety, welfare, health and

morals of the people of the State. Some of the less

obvious forms of .regulation affecting small businésses.
include local zoning drdihances and zoning bodies, local -
building ‘codes and building inspections, State securities

laws affecting the ability of businesses to issue

secyrities, and a host of industry-specific regulatory :
bodies including the State Banking Department, the -
Department of Insurance, the Department of Real Estate, the
Bureau of Automotive Repair, etc. Finally, several State
regulatory agencies have broad ranging jurisdictions -
affecting many types of businesses. -These include the Air
Resources Board, the California Coastal Commission, the
Division of Occupational Safety and Health, and the

Division of Labor Standards Enforcement, among others.

Perhaps the most pernicious ‘type of regulation’is K\\_ .
creation of em{ry barriers which unnecessarily inhibit
formation of businesses. : Su regulation takes the fdrm of
licensing requirements callipffg for overly stringent skill -
training, eor health, labor /oR building codes which réquire
gxcessive capital investmepts to begin operations. The .
Jeffect of regulatory entry barriers cafnot be.detected by -
interviews with existing business owners, but declines in
the number of family operated "mom and pop" ‘operations, '
especially in low-income areas, can be evidence of the ' \§
existence of legally sanctioned barriers to business
ownership.

The Task Force realized the impracticality of
attempting to examine the, effect of each of the State's
authorized regulatory agencies or commissions as they
affected small bysinesses. In many cases, to the knowledge
of Task Force members, these agencies and commissions are
cognizant of and responsive to the needs of small '’
businesses. However, Task Force membegi felt, based upon
their experience, that:the State had not done nearly enough
to_design many of its regulatory programs in ways which, .
while maximizing the T ) e
R ' . -
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benefits to the public, minimized aaverse consequences to

small businesses.” The needs which were identified as being

particularly important-to ach%sve this result are as follows:

1. Evaluation of regulations and administrative S 4
procedures -promulgated by Sjate regulatory bodies on.
a cost-benefit analysis basis, with explicit

. attemtion paid to costs imposed on small businesses

and on potential new small businesses.

- v .

2. An expedited remedy and appeal processes for small
businesses-affected by &gency determinations to .
avoid crippling losses of management time to small
businesses. n »

3. In each case in which there is a potential for
adverse consequences to a small business, a
low-cost, non-judicial admigistrative remedy and

. appeal process.

4, _A much more intensive and extensive form of notice
giving and hearing procedure, in order to permit
“realistig opportunities for small businesses to
comment upon and participate in the formulation of
regulatory programs which will directly affect them.

5. In order to offset the disorganized nature of most
industries primarily composed of small businesses,
appointment within each major regulatory
organjzation of a 'small business advocate to bring
the point of view of .the small business constituency
to the attention of policy makers.

6. A central State clearinghouse for regufatory
information collected from businesses to avoid time
consumingsduplication of information gathering.,

7. Industry-by:industry*checklists of regulatory
compliance bbligations, and a central data source
& for busiqgsses seeking such information.

-

-

C. NON-REGULATORY REMEDIES

The need of small .businesses to gain access to
appropriate forms of redress is not limited to the regulatory
arena. Small businesses also suffer from progressively .
greater inability to enforce private claims without excessive
delay and legal costs. Many attorneys suggest to their small
business clients that it is uneconomical to pursue business
claims for amounts of less than $5,000 to $10,000. As a




jurisdictional limit of "the State's SmalY Claims Courts are
abandoned by small businesses as uncollectible. This, in
effect, is a denial of due process of law. Most formalized
arbitration proceedings, even when <¢they can be included in
/ . contractual arrangements, are almost as time consuming and
expensive as judicial proceedings. yere is a need for a
more efficient business claims syste7 for small businesses.

7 oo Moreover, re?orm of the effects/on small businesses of -
‘ the expansion of the dectrine of products liability is long =~ ]
overdue. Without adding to the pretection of the public. from
unsafe products, the current state of the law needlessly
endangers the surv1val of many small retailers and
. wholesalers. K

: S
D. STATE ASSISTANCE FOR SMALL,BUSINESS

The State of California has recognized for a number of _
years the desirability of pupPlic policy initiatives to assist
small businesses Typically these initiatives have been
base=d upon awar*ss of the/ importance of the small busiress
sector to the ec my of -the State in general, and the
fiinding that increased smgall business opportunities,
particularly for minority/ and economically disadvantaged
persons, are a way to prémote the _health, safety and social
welfare of all the c1t1;ens of the\sgate. Beginning in 1968,
the Legislature enacteg six programs which were intended to
extend the capabilities of the Federal Small-Bu%Biness .

' Administration and Ofﬁice of Minority Business Enterprise
// efforts. These progﬁdﬁs are as follows:

1. The Small lsiness Development Loan Guarantee
Account. ‘ C

/ o
2. The Management and Technical- Assistance Program for
contrac with consultants to provide loan
prepa;ggion and advice to small businesses operating
in disddvantaged areas.

3. A State pooled-investment program ‘to place surplus
depofits in small banks.

4. A procurement and contract pfogram creating the.
Office of Small Business in the Department of
Ge¢neral Services.

- - 5. A,contract payment program requiridg government ,
rcontractors to pay all subcontractors within 10 days
//of State payment.
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6&.. The Business, and Industrial Development Corporation
° (»BlDCO™) Ack which authorizes small business

lending institutions which are licensed and
regulated by e State Department of Banking.

\

1. Financial and Téchnical Assistance. The State's
small businesS anc minoOTlty business programs have suffered
from a variety of problems during the 12 years of their
existence. A study prepared for the Assembly Office of
Research in 1977 analyzed the State small business programs
and concluded that, "our investigation of state activities in
the small and minority business area indicates some
duplication of effort, poor coordination and insufficient use
of federal programs." ~

Assistance to small businesses, particularly in the area .
of management trainimg, was not directed toward a specific
group of businesses pr business types, but rather was
haphazard in application and therefore was likely to miss
those firms most sujted for such assiségnce. A particular
criticism of the mg&agement assistance’offered to small

, | business was that ate agency personnel and outside

%t properly trained to assist small
ded-the wrong type of managerial
ability." The inability of the
vide practical solutions to immediate
or fault. Overemphasis on-loan packaging
r comment. ’

consultants were n
business &nd "prov

oblem-solving ca
consultants to pr
problems was a ma
was singled ouq f

corporations seem to be primarily .
assuring that State funds be available to
made to firms which do not qualify for
loans .- . . Large banks dominate the
program, anf as a result there is a lacl of awareness
about the grogram among potential participants in the
financial ¢ommunity. The key obstacles to the success of
loan programs are: lack of coordination, poor definition
of goals gnd clients to be served, and little incentive
_to providg increased flows of capital for the small
business assistancé programs.** .
\ - .
The 'Task Foyte also found that lawvk of, ability to target
assistangg,Zo businesses which poi?nti%lly were significant
contributors to the economy reduced the effectiveness of the
State programs. ‘ i

Participatin
interested i
back up loans
conventiona

/

% "A.E. Osborne and W.D. Bradford, "Small and Minority
Business in California Performap and Prospects,” Assembly
Oﬂficg‘pf Research, Sacramento, 1927, pp. 66-67.
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The Cadifornia BIDCO program (described more fully in
the Capital Access Discussion Summary), authorizes v
incorporation of financial institutions, capitalized with - ’
private investments, which can lend to and invest in small ¢y

busine§ses, apd obtqin Federal, including SBA, guarantees
of their loans. Currkntly, there are three California
BIDCOs ljcensed and operating. BIDCOs are a promising,
but not yet flourishing, attempt™to.combine loan capitalﬁ”
equity investment and management and technical assistance

forssmall businesses. It appears that additiZnal \ ~ -
legislative honing of the BIDCO concept may be necessary. s "

ip order to make them fulfy-viable fimangial institutions.

Effective on January 1, 1981; Senate Bill 16 by: :
Senator Roberti established the State Assistan Fund for T
Energy.Business and Industrial Development Corporations
(SAFE-BIDCO) to provide financial assistance in the forf
of direct loans to small businesses established in the @
alternative energy industry and to small businesses -
seeking to convert to alternativesystems. The SAFE-BIDCO

iSBTOt expected to become operational until after June /JV X
. ’ P . \ ‘ .

.  2- Contract ard Procurement Assistance. The Small ; //AX;M
Business Office in the State and Gonsumer Sgrvices .Agency was

established by the Small Business P;ocureﬂent and Contract

Act of 1973. The purpose of the office is to identify not . .
only commodities and se??iggf which can be most effectively &
supplied by small businessés, but also the potential small

business suppliers. In recent. years, the Small Business > +
0ffice has acted as an advocate within the State governmént .
for small business needs and concerns with regard to State .
procurement. The Small Businegs 8ffice has faced continuing -
.difficulties with regard to: v g’

Fl
- coordinating with Federal\procurement programs;
é‘g ‘ i .
3 obtaining significant participation of eligible
businesses; N . “ ’

. . . ’ ~ -
- determining the eligibility of ‘potential contractors. *

- Much of ‘the work of the Small Business Office is based
upon the preference which the State grants to smal .
businesses in bidding on State contracts and procurements.
The State's preference allows a small business to, bid 5%
higher (Egn a competing large business in order & obtain a
contract, However, because of the relatively all number of
small business contractors bidding for State contracts, the (
5% preference is not as widely used as might be ‘tmagined. In
addition top this problem, small businesses are leery of the
difficulties in obtaining prompt payment from the State. The

[ 24
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Small Business Office indicates that slow payment is a majos
)/ - problem in obtaining small business pagpticipation in its g
program. It has little or no authority to -speed such
payments®from the multitude of independent contracting
agencies;-offices and depaftments, nor does it have a
3 revolving fund from whichh£§ make advances. The Small
Business Office recently Has become a more effective advocate

or small businesses, but it does not yet have sufficient
' aythority or staff to create major- impact upon State
prqcurement. /. .

- There are a number of options available to the State to
improve the performance. of existing programs directed at
small businesses. Some steps in making these improvements
have already been taken. As described above, the Small
Business Office has made improvements in its ability to
impact upon State procurement, although not nearly to the
extent that is desirable. Similarly, the loan and management
and technical assistance and loan programs have been rapigly’
changed following legislation in both 1977 and 1979 to
rationalize the operations of what was formerly entitled the. .
California Job Corporation Program. These programs are '
operated by the Office of Small Business Development in the
Department of Economic and Business Development, assisted by
a statewide advisory panel. ) .

L4

The desirability of having two separate offices to
L —-ynderteke significant and related small business activities

is open to serious question. The visibility and impact of
all business initiatives could be improved by a coordinated
‘or\unified effort. Such an effort should include ‘a much
expanded rate of small business advocacyy similar to that of
. the Federal Office of Small Business Advocacy in the Small
Business Administration. State level coordination with the
: _programs of the Small Bu iness-Administration is a logical,
) but unattained objective In particular, the opportunity to
° support and participate Zin the SBA's highly successful Small
Business Development nter program should be actively
pursued. Two successful SBD ilot programs operated at
v California university canm es were allowed to expire in.1980
because of lack of availability of State funds to match the
SBA'S contribution. -The Task Force believes that this lack
of coordination is unjustifiable. . ]

’ ,K '
NOTE: Subsequent discussiongy with the involved-egencies
have revealed the following: . '

*  The Office of Small Business Development has initiated --
a number of proposals for joint projects with the Federal

.~ SmalPBusiness Administration to develop basic resource
information for persons entering or established in .
business. It has recently submitted a proposal to the

r .- - T T e e s - e o — :
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Small Business Administration to revive the Small Business
Development Center Program through the California State
University system. : - .

Though the desirability of having two separate offices
to undertake significant and related small business
activities is a debatable question, it can be argued that
the functions of the two smdll business offices are
different. The General Services' office is limited to
administering the 5 Percent Small Business Preference Act

- which can be best performed as part of the agency-with °

overall respansibility for State procurement. On the
other hand, it can be argued that the visibility and
impact of small business initiatives could be improved by
a coordinated or unified effort. .

»
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A. INTRODUCTION ”
The Education, Training and Technical Assistance’ Task
'“‘FUrce—hed—three—mejaf‘ETeas of concern. These were:
C - the effectiveness of the educational system in

&

California;

- the role of employment and training programs,
particularly those serving the unemployed and '
disadvantaged, in enabling workers to obtain jobs in
small businesses and in meeting the skill

RE ' requirements of such firms;

- the adequacy of technical information and management
assistance available to small business owners and
+ managers.

«

For each of these areas of concern, the Task Force examined
and evaluated needs and requirements, 'the extent of existing
resources and services, potential gaps and problems, and
= - feasible improvements.and -changes. Although the Task Force
: focused primarily on ‘California as it undertook this .
nalysis, it also looked at experiences in a number of other
‘$tates where innovative education, training or technical
assistance programs Televant to the small business sector .
have been introduced. The following sections detail thé key
points which emerged from the Task Force's analysis.

>

aiding 'the development—of-urban—small-business—in— —
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B. EDUCATION AND .THE SMALL BUSINESS SECTOR -- FINDINGS AND
ANALYSIS _ :

- - . i
The State's educational system has a crucial role to play
in aiding the development of the small business sector. :

First, educational institutions are Important in educating
and preparing existing and potential entrepreneurs. Second,.
these imstitutions also educate and prepare the future

employees of small businesses. In addition to these two
functions the educdational system conducts a range of other -

“activities as it serves-a diverse student body and meets many

different kinds of educational, career, and employment
needs. Nonetheless, the small business education functions
are important, for they are fundamental in maintaining the
long-term health of small business in the State. 4

Unfortunately, the Task Force foufd that, in general, the
State's educational igstitutions are not fully meeting smalkl
business educational and employment ‘needs, nor are they
adequately serving the needs of entrepreneurs. Overall, the
deficiencies found by the Task Force could be classified into
two 'broad categories. First, students are not exposed at
either the secondary or post-secondary levels, to the
principles of self-employment and the techniques of owning
and operating-a business. This omission probably reduces the
number of potential entrepreneurs with the capacity to
establish their own businesses and almost certainly results
in business entrants who ‘are ill-prepared to meef the
challenges of operating even a simple business.

Second, the Task Force found that specific business
education programs for existing entrepreneurs are
inadequately developed. Insufficient management and business
skills are often najor factors in small businéss.fgilures -

yet, paradokically, small business owners and managers rarely

have the time. to devote to the t¥aditional educational
progpams. It ought to be possible to provide short, focused,
and "non-academic' courses and workshops which would fill
this gap and provide much needed information and skills to
aspirin?, as well as existing entrepreneurs. Such programs.
would also release the resources of one-on-one technical
assistance providers to concentrate more on individual and
immediate small business problems.” So far, however, these
kinds of programs have not been fully developed within the
State. ) . :
The Task Force reached these overal¥ conclusions after
looking at the performance of the educational system's major
component parts, including the secondary schools, adult
evening schools, regional occupational¥ centers, community

colleges, and the four-year and graduate institutions; as
follows: . ‘44 :



-
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I. "Secondary Schools. The Task Force-fouhd that the
State's public secondary schools devoted very little attention
to either economic or business principles underlying the
operation of small businesses or to -the practical aspects of
working in.or owning a small business. The Task Force was
particularly concerned about the inadequate treatment of the
basics-of. entrepreneurial and management activity within the
vocational educatiori system, despite the increasing attention ) «
such programs have given to work experience and work-site
education. One refleection of this problem is the fact that
within the vocational education system, aonly the marketin? and —
distributive education.curriculum (out of eight vocationa
education curricula) included specific elements on business .y
ownership and management..  The marketing and distributive
education curricula is available only to approximately 4% of
the secondary vocational education students in the State.

N

+« 2. Adult Evening Schools and Regional Occupational Centers v
and Programs. Specialized skill training is available to ¥

adults and out-of-school youths through three public education
programs: Adult Evening Schools, ‘Regional Occupational .

Centers, and Regional Occupation Programs, all admisistered by

the State Department of Education. Adult Evening Schools

réeceive funds from the State and from Federal vocational

education legislation to conduct regular secondary education

classes. The Regional Occupational Centers and Programs, which

are supported by local taxes“and State funds;,—effer-a-more . . ___ . _

"flexible curriculum than standard secondary programs. While

both the adult schools and the ROC/ROPs provide courses in
management-related subject matter areas, neither system
provides comprehensive attentfon ner significant numbers of
courses which are intended to infuse entrepreneurial concepts.
However, a small exception must be made in respect to adult
education's business distributive education program.

3. Community Colf%ges. Community colleges offer courses ‘K
of instruction to prepare perschs either for four-year .
institutions or for commercial, industrial, agricultural and
other vocations. There are 107 public communitx%colleges in
the State of California, many of which offer diversified: .
business and management instructional opportunities. Community
colleges are.ideally situated to educate populations which are
not traditionally served, including special ‘short courses,
without academic entrance requirements. .

Despite the availabilitfhof general business-oriented ‘,

courses and a flexible program structure,. community colleges |
|
\

have not been ?ble to provide specific courses of preparation
for those integested in becoming business owners or operators.
There are.several reasons for this. First, on many campuses,

entrepreneurship education has assumed a very minol role within

3

|

|

|
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the general catégory of business supervision and management.
o .

-

Second, the non-credit type of courses most amenable

teaching entrepreneurship and business ownership and management
subjett matter receive secondary priority from those
institutions which seek to enhance their "academic" stquipg.
Third, as one of the fall outs from Proposition 13, community
colleges find it increasingly difficult .to hire part-time
instructors with current Knowledge and experience in. specific_
small business subject matters. ‘The most effective
entrepreneutship education ‘programs involve a balafced mix of
theory and cdurrent practical experience. Finally, despite the
potential flexibility of the community colleges,-insufficient
attention has been paid to deve i the kind of scheduling
and competency-based teaching which will encourage the ¢
participation of existing business owners in entrepreneurship
and, business ownership curricula.

4. Four Year and Graduate Institutions. The, campuses of -

. the State University and the University of California conduct,

in differing/mays, undergraduate economics and business tourses
of study and®’graduate-level degree programs in business
administration. They. also carry out a variety of non-degree
teaching and research activities focused on business creation
ar development. Despite the extenmt of the resourgces available
within the four-year institutions, educational offering%

.intended to provide specific traifiing .for potéential

entrepreneurs and existing business owners tend to be available
onYy “6n an ad hoc basis—rather than being well-coordinated and
consistent. .

-

C. TRAINING AND HUMAN RESOURCE NEEDS OF SMALL BUSINESS -~
. FINDINGS AND ANALYSIS : :

. The Task Force examined the resources for, and t%e training
needs of, small businesses and small business employers.  These
needs, the Task Force found, have often been overlooked,and, as -
a consequence, the resources which have been provided have not
always been adequate. In part, this situation has developed
because most .job training carried out for small business needs
occurs informally as a result of on-the=job training conducted
by business owners or other employees. This trainiﬁb method,
while usually effective, can impose disproportionate costs ' on

 smal* businesses because there are few'economies of scale. In---

addition, where the training in a small business is done by the
owner, this may divert time away from other managerial duties.

The Task Force felt that it might be feasible to increase

the efficienty and effectiveness of this informal on-the-job
training process through efforts which helped small business

S :
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operators increase their own skills in employee training and -
. supervision. Such efforts could form part of the increased
technical assistance and educational activities recommended
by the Task Force. These efforts could also address a
related problem which was identified by one of the Urban
Small Business Employment Project's research reports -- the
'‘problem of "hiring the right person for the job. This problem
seems to arise not where thereFis a lack of suitably
qualified and trained applicants for a job, but because small
business owners at times»find it hard to gauge workers'
skills before hiring.* To the extent that technical
assistance and educational programs can enhance the ability
of sma®l business managers in assessing workers' skills and
making hiring decisions, then this problem pight be eased,
althdugh clearly what can usefully be done is-limited and
must recognize that many small business operators do have
sufficient experience and skill in hiring.

) In addition to informal training, the Task Force also
looked at more formal kinds of trainind,- focusing
.particularly, on provision in the public sector. The Task
Force recogaﬁzed that an extremely broad range of programs is
offered by private sector institutions, wh¥ch include
training for hundreds of career choices. Often such schools
are major recipients of federal vocational education
funding. Some of the private vocational and career schools
also provide management training for graduates who expect to
create their own small businesses. Entrepreneurship and
management skills training is also available from some trade
associations and membership groups, as well as from private
seminar and workshop providers. Trade unions also have a
role, particularly in the operation of apprenticeship
programs. However, while the importance of these
private-sector providers was realized, the Task Force was
unable to come to specific findings as to whether these
providers met urban small business.needs.

In the public sector, the Task Force looked at the
ef fectiveness of the State's main employmentsand training
programs in meeting small business,employer and employee
needs, as well as looking at innovative programs in other
states. Public-sector.employment and training efforts are
particularly important when informal on-the-job training is
insufficient or ‘where ‘there is a shortage of particular labor
skills. In addition, these.programs have crucial roles in -
helping unemployed and disadvantaged workers access jobs
(particularly good jobs) in the small business sector, in

,

* The World of Small Business: A Summary of 'California Case
studles, Institute of Urban arnd Reglonal Development, ‘
BETKEIBY, 1 . ,

)
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contributing to the overall revitalization of depressed uroaé
areas and their small business sectors, and in aiding
non-traditional small businesses, such as cooperatives and
neighborhood-pased self-help businesses. To the extent that
the lack of workers with particular skills or the

. unavailability of appropriate custom training and formal
on-the-job training programs constrains the hiring of
replacement .or-additional workers in small businesses, then
these firms, the otherwise potential employee(s), the
locality, and the State as a whole suffer.

- Among the models of good employment and training-programs
considered by the Task Force were those operated in Nebraska,
Oklahoma, Wisconsin, South Catrolina and Minnesota. These
statesnoffer (or have offered) custom-designed training to
meet the unique needs of particular businesses. In Nebraska,
for example, the Nebraska Industrial Start-Up Training
: Program not only provides training to unemployed persons bu‘;
@f also is available to upgrade existing labor force skills to
meet the needs of each industry.- That program offers
assistance with advertising, screening, testing and———
interviewing of prospeotive employees as well as development
of training curricula, materials and‘time schedules. The
Minnesota New Jobs Program also provided similar custom

. training, while South Carolina continges to do.so through its
network of Technical Education Centers. The Task Force noted
that there.is a tendency.in sugh custom training programs to

focus, on medium-sized to large rirms (as evidenced by studies

) "" "7 of the MInnesota and South Carolina programs). Nonetheless,
it seems feasible that California could learn from these
- other experiences and adapt the models to small business
needs. ' . -

' The nearest California equivalent to the custom-designed
training programs of other states is the California Worksite -
Education and Training Act. The Task Force cpnsidered .this
program a potentially important vehicle for thdgining workers
to meet small business needs. The Task Force-glso found that
the State's Targeted Jobs Tax Credit was not ajor factor

+» in _job creation or expansion decisions by smallfRusinesses.
Furthermore, there was clear agreement that the
'federally-funded Comprehensive Employment and Training Act, a
portion of which is administered by the'State, was much more °

available to large businesses than small ones '-- partly
because of the amoun{ of disclosure and red tape that a
business must undergo‘in order to participate and partly

. because prime sponsors have not pursued.small business needs.

The Task Force was split with regard,to the desirability -
of closer coordination between CETA training and small

‘ busihesses. Some Task Force members argued that placin? CETA
pa;ticipants with relatiyely low skill levels in a smal

¥
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. business was often ill-conceived in terms of the business's

needs, especially for new businesses. Others felt that
participation by small businesses in a well-designed CETA
program provided both human resources and welcome .
N contributions to the cash .flow of the businesses. There was
consensus with regard to the fact that the level of resources
in the CETA program available for small business needs was
‘relatively insignificant in terms of the overall demand for
employment. Nonetheless, it was felt that more could be .
done, even-within these limited resources, in identifying and
meeting small busines$ needs. The resources available .
through Title VII (Private Sector Initiative Program) of CETA
as well as those of the State's 4% discretionary funds have,
perhaps, thé greatest potential in demonstrating how small .
business needs could be met, but so far this potential has
not been fully realized. . ‘ Co
A final problem noted by the Task Force was that of labor.
market information. Although most new jobs are located in .
small businesses, only a-proportion of small businesses grow
or have the capacity to_do sg. These businesses need carefyl
//» identification. More sensitive and finely tuned labor-market;
information systeﬁs and procedures would help in this
- identification process and could provide increased -
information on “‘the, training needs of small businesses.. This’ .
information could be compiled through more sophisticated
sampling even though many—small firms find it difficult to
predict their precise labor requirements for any great length.

- —gf-time—into-the—futures ¢

v -
Overall, the(Task Force gecognized that it is more
: difficult for employment and(training providers to meet small’
business needs as opposed to|those of medium-sized and larger
) employers, because the providers have their own economies of «
scale. For example, in tailoring formal on-the-job trainigg
programs which might result in one or two placements per
firm, owerhead costs no doubt increasg. This s unavoidable -
since most small, employers cannot absorb more new workers at
- one time. Over the longer term, however, working with small
. .employers could well have significant impacts in terms of job
(;\‘ retedtion and business expansion and more than Jjustify the

X

additional costs. Moreover,/innovative ways to reduce extra
costs could be developed, such—as initiating a brokerage
- ~system which would bring two or mare small companies with
similar needs together ip order-to get a cost-effective
‘ program going. This kind of coordination and cooperation can
be encouraged by institutional means, ‘through tax incentives,
* or in conjunction with the planning of training and -
vocational programs. "t
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D.\ TECHNICAL ASSISTANCE:-- FINDINGS AND ANALYSIS

‘ | Technical assistance "is an ongoing need ‘for many small
businesses. It is especially important for new businesses
and|for businesses operated by minorities and women. The.

| . Task Force thus Yooked at the extent, quality,
comprehensiveness, cost, and accessibility of technical
‘ass§stance in both’ the public and private sectors.
v - L4 ¢

The Task Force recognizedwthat most tecpni? @ssistance

¢

for)small business is provided through the @ri e, sector by
business and management consultants and by proféssionals such
as lawyers and accountants. These private sector business
- .professionals provide highly specialized seryices at
relatively -high—cost---The Task Foree, and especially the
,small business owners serving on-the Task Force, were of the
opinion that the essential ongoing professional services of
law and accoynting were fairly accessible.to most urban small
- businesses, byt that thexe is a significant gap with regard
i ) to general buginess consultation, including finance,
3 accoupting, marketing, mdndgement and:personnel. Moreover,
’ , where thesge.sérvices exist, small busipesses often cannot
afford: to _contract with gomsultants, and then only when
.businesgééfob%éms rgach ®erisis proportions.

~7,In the public sector, the Jask force noted the
- contribution of a number of technidal assistance

initiatives. Frgm thg Federal level, the .Small>Business
Administration (SBA) opeiates a variety of programs. These —
include the SCORE/ACE programs in which either active or
retired executives providesgonsultation to small business
owners; direct technical agsistance from Small Business —
Adﬁinistr;ﬁ&on personnel ofh packaging procurement assistance
and loan duarantee ,applicatiops; and one-on-oné technical

. assistance through Small Business Development Centers
(SBDCs); although none of these centers are currently
operating in the State of California. )

Two pilet SBDCs werge *jointly-funded by the Small Business
Administration. and the Economic Development Administration in
1978 and 1979. These programs weLe undertaken at the, Center
for, Business and Economic Development, California State
University, Chico and at ‘the California State Polytechnic ‘
University in Pomona. Each of these programs conducted :
well-attended workshops, clinics and conferences providing
ongoing training and technical assistance for small business
owners. The Task Force found these programs to be highly
effective means of reaching & small businmess constituency
which normally does not have available to it ‘ongoing training
and technical assistance opportunities. Unfortunately, these

< v 1.2
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programs were terminated in Fiscal -Year 1980-81 because
California did not have an appropriate State plan to,
administer -the program. States are_gequired to share half of
the -cost of SBDCs with the Federal”gavernment, so there is a
financial issue involved. Nonetheless, the dask Force found
the SBDC program to be productive and strongly urged the
State to take steps necessary to re-institute and expand the
program within California.

In addition to SBA,efforté, the Department of Commerce's
£deral Office of Minority Business Development (now the

Minority Business Development Agency) has funded significant
numbers df business development organizations and business
development centers to provide technical assistance to
businesses owned by minority persons. A small number of
these organizations has also provided training to small
business owners in addition to their ggﬁgary focus on

(4

financial packaging services. _There are 14 BD0O/BDCs in

California. -
From within the State, the Department of E:giness an
Economic Development's Office of Small Business Developme t
on occasion has provided one-on-one problem-solving services,
on a referral basis frem other branches of the goyernment.
The State Small Business Office, in the State and Consumer
Services Agency, also provides small businesses with
assistance in obtaining State procurement contracts. In N
addition, a number of community-based organizations, as well

as many local governments, play a signifiesnt-and-positive
role in praviding technical assistancée to small businesses.

Although a variety of technical assistance provision
exists, the Task Force identified some gaps and problems.
More work needs to be done in identifying and developiqg
appropriate, cost-effective small business technical
assistance delivery mechanisms. -Here, the Task Forcg felt
that the SBOC model was a good one which could be ex ended.
The Task Force also looked at models developed by other
states, particularly the Massachusetts Business Information
Centers (BIC) pregram. These centers used CETA resources to
provide small business planning and technical assistance(
services at a local, decentralized level. One problem
illustrated by the BIC program, however, was that of ensuring
funding stability. Although the program was effective, it
has largely terminated as CETA funds have been withdrawn.

In- provgng technical assistance services, the Task
Force concluded that efforts should be better focused on
those businesses unable to obtain appropriate private help,
on developing better screening ggchniques in order to '
concentrate resources on those buUsinesses with the greatest

-
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viability or potential, and on ensuring that programs are
localized and accessible. At the same time, thQeiTask Force
saw a need to develop-and support business ski banks,
mafagement assistance centers, and local small-business
service cooperatives. There also is a,parti%ylar need to }
help enhance the technical-assistance activities of
community-based organizations, such as community development
corperations, which are attempting to revitalize businesses
in more depressed areas.

In addition to one-on-one specific technical assistance
(on problgms like loan packaging, cash-ﬂgow problems, or \
business plans, etc.), the Task Force identified a need to
improve the dissemination of more general technical material, \
such as timely and accurate information on production,
management marketing, office management, labor
administration, financial control, and industry-specific

marketing and production data~; , L

/-
E. CONCLUSIONS

® The encouragement of the small business sector as a means
of achieving structural changes in employment generation and
overall economic growth is a particularly attractive and
feasible public policy undertaking. However, the success of,

'such a strategy depends to an important extent on resolv1‘§

current deficiencies in the way the educational system

"systems of .decision making. Especia{%y‘in the educational
)

prepares fyture small business managers and WOTKETs, How — " -
potential entrepreneurs acquire and improve their skiTls, the

‘'way workers are traimed, and how ongoing technical assis'tance

is provided. The Task ¥orce found that these gaps could be
significantly narrowed and it identified a range of
appropriate models and ideas to help do this. These are
embodied in the Task Force's recommendations.

It<often.seéms to be the case, unfortunately, that while
problems of the kind noted by the Task Force in the
relationsh{p of education, training, and technical assistance
with the sMall business sector are widely recoghized,
recommendations to help narrow these problems tend not to be
always acted upon. There are several reasons for this.
First, training, technical assistance, and, in particular,
education do not. usually produce immédiate impacts (although
there are important exceptions)_t Rather, the effects of such
efforts often take time to come "to fruition, and are
frequently qualitative. rather.than quantitative and easily
measurable. Second, the institutional arrangements for the
delivery of education, employment and training and technica
assistance services are complexy® with mapy different /}
providers, numerous funding sources, and non-centralized

/
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sector, this -relative autonomy is deep-seated (and, in
general, very valuable). -But this fragmentation and. tendency .
to pursue well-established programs makes change and even
coordination difficult. .
Third, the business sector itself often takes a
short-term perspective and, particularly for small v
businesses, is subject to continuous day-to-day financial
pressures. It is thus“hard for individual businesses to
adgpte the longer-term perspective that the problems of
education, training, and technical assistance require. This
is reflected in the business agenda which seems to prefer,
for example, immediate tax-reductions rather than ‘
longer-term, tax-expending education, training, and technical
assistance provisions. Those businesses which are able to
take a longer-term view are usually larger ones, and as a
result public efforts are often' focused on such businesses
because it is easier to identify and meet their neegs. The

_public role, given these realities, is to take that

longer-term approach, not just for large firms, but for the
needs of the smaller business sector too. e /,,—__jg
. Finally, there.are, of course, resource issues. | The Task
Force recognizes that this is an erq'ﬂf limiteq financial
resources at all levels of government. Nonetheless, it feels
that the problems of small business education, -training and
technical assistance are important enough and have been
overlooked enough to justify additional resources. . In part,

this may mean developing new resources. But it is also true

———————d&thgtthere are—already-sufficient-resocureces—within -the system

.to carry out many of the actions the Task Force recommends,
providing the necessary priority is forthcoming. The Task
Force also accepts that up to now resources have often been
lacking in-a qualitative sense -- the provision of small

business education, training, .and technical assistance is a

. relatively new- concern and issues abound about how this

provision can best be provided. This is why the Task Forge
‘has, in many of its recommendations, suggested processes
which will encpurage innovation, research, and
.experimentatiog. :

The Task Force recognizes that it is unlikeély that axa of
its recommendations will be accepted and acted upon. In'a
sense, this is less important than that.a process of debate
.and discussion will have been initiated about small business
education, training and technical assistance needs and how
these should be met. The Task Force would hope that this
discussion will involve small businesses, as well as other

" constituencies. igyt the Task Force also would re-emphasize
i

hss Por too long been overlooked anld it is now appropria

that discussion tself is not aQEugh; this area of cozcern
e
and important that out of this discussion concrete actions

-and imp;pvements should follow.

A




A~ <
§h> ‘ c R /ﬁ
. & !

~

-
’, s
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1] r - ’ )
Small. businesses are essential components of any urban ~

revitalization strategy. Revitalization of older business
.w- -~ —areas contributes powerfully to the overall health of an_ . _ -
entire urbgn area, and does so at\a fraction of the cost and .
dislocation of cléssic, demolish and rebliild redevelopment. Y
Urban communities in California will regp.increasing rewards .
from soundly conceived State support of commercial and,
industrial revitalization which focuses oh the primary
economic generator of new jobs, small busipe€ss.

T T Compared to much of the rest of the United States;——
California's economy is young, vigorays and less prone to the
devastation-of industrial recession than are older sections of

*_ the country. California's economy has been described as the
first "post industrial economy" because more tham half of its
workers are employed in service rather than agricultural and
industrial positions. Nonetheless, within the last decade - s B
California has come to share some bf the economic ills
associated with a matuyring economy. Large, aging industrial

s plants have been shut down. Whole industries, such as San

Francisco's- formerlyN\fIourishing job shop printing industry, .

have closed or moved away. Older commercial centets have,

.become dispirited, with™Gnattractive -and outmoded pghysical-

facilities, resulting in an inability to cpmpete with suburban

shopping malls. Major urban manufacturing areas, with ;

buildings primarily constructed during World War II and :

' shortly thereafter, are proving‘to be undesirable locations - i

|
\

7,
!

for the new, emerging, technology-based enterprises of the

1980's. Ipnér city work forces find it dncreasingly expensiye ®

and imp ical, because of the vastly increased cost of -
energy, to commute to suburban and rural areas which have

attracted growth industries in the recent past. L
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All of the Jactors mentionec above make it apparent that
to preserve the strength of 'the California economy and to
avbid the type of dislocations experienced by states in the
upper Midwest and Northeast, the State of California must

increase-its efforts to renew the attractivengss of its urban

areas. to both manufacturing and service industries and to
revitalize neighborhood commercial areas.

A. DEFINITIONS OF REVITALIZATION

3

Neighborhaod commercial revitalization can be defined as
the physical upgrading of, and financial investment in, (

selected retail areas of older business districts ofImmer
cities, involving rehabilitation of existing buildings,
construction of new, "in fill" commercial facilities, and
construction of more sophisticated public’ improvements.
Industrial revita§ization means combining existing

infrastructure an
stimulate the growth of existing businesses and, equally

importantly to foster the creati?n of new, growth-oriented
small businesses. -

. There are a variety of reasons why a revitalization
strategy should also be a small business strategy. First,

labor supplies with new resources needed to

attracting large manufacturing or other industrial operations
a hopeless -

in most .cases,

4

fo older urban areas is,

undentaking.

Such businesses are free to direct their capit

to those locations whic
financial incentives.

h offer the lowest costs and greatest
Often these locations are in rural

areas or in foreign countries. .0h the other hand, small

al

businesses are located primarily as a result of the residences

of their founders and owners.
upon specidlized and skilled labor forces found in urban

areas. Likewise,.small businesses tend to serve—a more —

limited geographic area and need, more than large,

.

multinational businesses, a concentrated and—accessible leeal— ———

market.

(""v.

They are often highly dependent

4

The relat?boship of neighbd}hooo commercial revitalization

to small businesses is also clear.
businesses are by definition small

Almost all neighborhood
sinesses, Usually locally

‘owned and operated.

While exceptions to this generalization

financial institutions, major

1

can be found, e.g.
supermarkets, and

%ranchises; neighborhood merchants and.

sproviders of services are for the most part stereotypical

small businesses.

These small businesses perform the. vital

function of facilitating the flow of money within cpmmuﬁities
rather than channeling it to corporate headquarter%, and thus
help the communities to realize the maximum benefit of local
resources.

a

Esr

-

Despite California's strong general economy, iiiii///,w,
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are too marfy localities where small businesses have glven uQ~

- and wheré boarded store fronts or underused industnia
buildings stand as stark reminders that the State is not
\ i immUne from the urban ill's of other‘regions.

v

B. RESOURCES FOR REVITALIZATION
Economically distressed,cities and communities are nbt'in

; a position to prevent and reyerse a process of decline
unaided. The very conditions™which characterize a sagging

_ local economy reduce the availabitity of tocal resources—to
provide the services required t6*>make it attractive to private

— - reinvestment in the lemg-rum. When compared to the resources
of local government, individuals and small busine$ses are much
less able to affect the business climate in which they
operate. A variety of potential resources for ,revitalization,
however, exists at the Federal and State level. But these
resources often remain largely “illusory for many communities.
The difficulties of capturing outside resources can be
" immense, particularly for smaller cities, and the
applicability of such resources to the special needs’ of "the

. small business communlty is often extremely limited.

) w- California has some outstanding examples of both

- "commercial and industrial revitalization. Large older factory
sites in Los Angeles have been converted to industrial parks
for small businesses. The China Basin development in San

R . Francisco promises to.provide long term benefits. However,

- these should be viewed as just straws in the wind of what must

. be done in order to protect the jobs and stability of our

urban areas. - The remarkable set of conditions which permit
Ghirardelli Square to be a continuing commercial Success do.
not exist in many of our low income urban areas. B If
strategies to promote economic adjustment and to prevent
business flight ‘are to be effective on a more widespread

basis;—they must—be implemented widely, and socon;—so that

decline does not advance to the near inoperable stage which
exists in many Eastern cities.

C. APPROPRIATE ROLES FOR STATE GOVERNMENT -

- -

- -
The most important assistance the State can provide in the
\ process of local“commercial or industrial revitalization is 'to
provide the resources necessary for comprehensive, effective
coordination of existing Federal resources, State services and
L -privagte investment capital to maximize the development of
small business indeclined areas. This approach represents
the major conclusion of the Task Fotce. . Emphasizing small
. business development is essential in order to genegrate the .
jobs and income on which selfesustaining local econamic,growth

P ! . : . ¢ o
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depend. The growth process involves both public and private
inputs, and coordination between the sectors must take place.
Where this partnership has broken down, the State should,
“prime the pump", if- available private. sector and Federal
resources are to be utilized most effectively at the local
level. -

-

This Task Force's principal objective has been to make
concrete what is meant by the'ambiguous phrase Ma )
public-private partnership."  The emphasis on coordination

‘echoes certain pilot initiatives undertaken at the Federal -

level which have begun to coordinate economic development

4

programs, including those administered by the Departments of
Housing and Urban Development, Small Business Administration,

and the Economic Development. Administration. There are . __

existing, tested models of revitalization coordination even at
this early stage of Federal activity. However, to make a -
significant impact upon the California economy, the State
government must replicate, expand and refine techniques
already developed. The State can fulfill the critical role of’
revitalization facilitator through well-targetted financial
“incentives, development of non-service developmental
- strategies for local government, and, most importantly;
well-designed coordihgted technical assistance to local )
communities and businesses. Much of the governmental .
structure to implement this role is already in place in
California. The task is’to focus and coordinate‘ the efforts
of the relevant State agencies, including the Department of
Transportation, the Employment Development Department, the
Department of Housing and Community Development and ‘the
Department of Economic and Busipess Development, upon
iftegrating the needs of small businesses with local
(

~developmedtal activities. N

. ‘ The recommendations presented by this Task Force (set
forth in full in Appendix 1) are directed toward this task.

The remainder of this.Summary describes, first, what we —— "~

- believe to be a model process for support of. local commercial
G revitalization and then a- preferred direction for State policy \
for industrial revitalization activities, Within each of
those sections, a summary of resources is presented together
with analyses of the barriers which tend to prevent or
- . undermine their-utilization in many distressed urban areas.,

~D. THE NEIGHBDRHDOD’COMMERCIAL REVITALIZATIDN PROCESS

v ¢ Revitalizing a neighborhood commercial area involves a
series of activities and events resulting in a functioning
local partnership in which each of the partners has fined

.responsibilities, and from which the partners'expect to profit
) [ ) ™ )
-

o,




in one way or anothef. The participants in gtch a partnership
are a neighborhood-based organization, merchants and property
owners, residents, private lenders, and local government. At
the beginning of a.revitalization process, the merchants and
property owners typically see the surrounding residential
areas as unsbqple and changing and feel that they have no
control &ver events which occur outside ¢f their particular
busine®s. Residents are unorganized and typically fail to
perceive the extent of decline, viewing the cdommercial area's
deterioration as "natural." Lenders, including banks and / -
savings and loans, may understand, and be sympathetic to thg/
needs of the small merchants, but typically fail t§ understana-

the confusing welter of city and federal prcgrams and
mechanisms designed to .stimulate private reinvestment.

Most commercial Tevitalization projects undertaken in this

country have been initiated by city governments. A majority

of city staff assigned to commercial reinvestment projects

bring a public planning background with them. The staff

members typically have limited experience in retailing,

, merchandising and marketing or other small business skills.

- An Intermediary to coordinate, public planners and businesses

' is required., As a result a key, and often essential,
participant in a neighborhood tommercial revitalization
project is the. community-based organization: The
neighborhood-based organization is able°to work in close
coordination with the businesses and to supplement their
skills with business planners and other specialists.” In a
recent publication, the National Council for Urban Economic
Development stated flatly that, "Neighborhood commegcial

) * revitalization projects should only proceed in those
neighborhoods which have an organized neighborhood group."*

De;Lfte the recognition that there are a series of
functions that can best be undertaken by a community or

3 neighborhood=based organization, far—too—ofben—well - ——
intentidned organizing efforts have resulted merely in the
creation of a constituent group which has formal authority to
"sign off" on the approval of a city-prepared public works
plan. Without a professional staff capable of coordinating

-the public resources, and drawing in the private resources,
the conducting of a successful reinvestment program is
?

b

*” National Council for Urban Economic Develop%éﬁ?ﬁ 'f,
Neighborhood Commercial Revitalization. Washington,D.C.,
1579, p.3. . .

/ ° %
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exceptiongaly difficult. The neighborhood organization must
be prepared to play’ the central.role in the revitalization ,
proecess .and to perform, at a minimum, the following functions: -

- Provide central ligison to all other groups involved
in the process. :

- Serve as the focLs for community information . \\\\ «
‘\ Tegarding process and for generating and -sustaining
&? local: support. -
‘! ¢

ety ‘
- Represent and mediate between merchant and resident

groups throughout the planning process. v
- provide staff capacity for planning criti€ism and I

commercial area management upon completion of the

physical aspects of the prpcess. .

‘The '‘neighborhood organization must, in short, embody a working
partnership among the other key actors and result in a
primarily private sector approach to commercial .
revitalization. It is too much-to expect this approach to
simply "emerge" from the local small business community. , 10
achieve this objective requires professional staffin
capability at the Meighborhood level. Such capability
typically arises not as the first, but as one of the later
.4tages of an orgapizing process which involves bringing .
together functional committees with membership from each of
. the partners. These functional groups must .include local
merchants, lenders, residents, and city officials. If each of
the groups decides to support and participate in a
revitalization program a group of interrelated
;espoasibilities must be assigned. These responsibilities .
include:

" - "“ideﬁtifying’expah§iﬁn“éﬁd—new-bnsiﬁéss~oppor%uﬂ%%ées;T—__

- determining structure and organization:of the
revitalization organization; .
. \ ‘ .
- fund raising;

- creating a physical and envigonmental de;ign;

. conducting public liaison on issues sue# as zoning,
land use, taxes and public services.

‘The actual objecf of all commercial rek@talization

+ractivity is to increase the ability of a neighborhood

commercigl area to attract additional private investment and
corisumer spending.

4
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After ‘careful assessment of existing physical and ~i>
envitonmental conditions, creation of an inventory of
commercial facilities and assets, assessment of business
trends and market conditions, and projectians of the market .
potential, -a revitalization program is-in a position to create
a revitalization plan to which all of the represented ’
participants in the process must agree. It is only after
developmental goals and objectives are described and 7

. quantified and site-specific revitalization projects
identified that the number and types of staff necessary to
carry out the program can be finalized and the amounts of
public and private investment financing necessary for
achievement of the goals determined with finality. The

[ responsibitity-of-eaeh*of the participating,partpers for
fiscal contributions should be identifiable, based upon ..
risk/reward calcula}ions conducted by each partner separately.

The process outlined above is obviously an idealized one,
although it is based upon a series of sueccessful
: . revitalizatjen projects conducted in a number of cities. For
purposes o& puolicy creation at the State level, it has several
important -ifplications.” First, enormous amounts of time and
, -effort can Me uselessly expended on planning and program
development initiatives to which no,one, in theé final
analysis, is willing to agree. UnléZs the cooperative network
of private and public actors has bee€f organized prior to the
planning process the revitalization effort as a whole in any
. particular neighborhood is likely to collapse. Second, the
. revitalization process is complex, and during the early stages
can benefit from technical support prior to commitment from
each of the partners. Third, after obtaining eqmmitments, use
of standard sources of investment incentives, technical
. assistance grants, loan gyarantees and public %apital .
. improvements to achieve program goals begins to be feasible.
—— The State's participation in this process should be limjited to
‘ those functions, which cannot with any degree of ease be =
conducted with existing resources. . Those areas and functions
» may be summarized as follows: -

»

- providing staff or funding for staff to conduct
initial contacts and meetings to determine the
feasibility of bringing key actors into a working
partnership;

' - providing independent facilitatiogp of the development
of a joint preliminary development agreement betweer .

the essential partners;

%§ - providing fundiné to pay the costs of organizing
independent committees of merchants and residents who
- will participate in the revitalization process;

Y
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- provicing seed capital to initiate locally-operated
. fund raising and-resource coordination activities,
both public and private.

" With these resources, an ad hoc local institution can be
created and provided with staff and technical support. This
institution, through functional committees with membership
from each of the partners, is responsible for designing a
program which reflects the market potential of the area and is
consistent with community goals. Thereafter, having

. identified goals and created a revitalization plan and
program, necessary resources can be assembled on a phased
basis. The resources must be coordinated by a professional

staff which will be responsible for providing—technical
assistance to merchants in the areas of financing, operations
and marketing; conducting new business development;
coordinating private investment in physical structures;
coordinating public imprdvements; and directing the overall
marketing plan of the area. . : ’

" The model described above is capable-of almost infinite
variations¢ It is a long term developmental process that
requires commitment and financing from sources that in many

- places have had difficulty in working effectively together o
the neighborhood level. Coordination and harmonization of the
, motives, objectives and principles of the city, merchants,
banks, and community residents-at-large require commitment of
resources that will not result in the creation of any tangible
results immediately. . .

Typically, the coordinative ¢function has been undertaken
by publicly-sponsored corporations and nonprofit community
development organizations, as well as outside interveners such
as the National Development Council or the National
Neighborhood Reinvestment Corporation. Despite recent
increases in the availability of funding for early stage
- -—coordinative activities, conducting such activities in many

localities is still based dn volunteer activities or woefully

underfunded personnel. The resources currently .available to
conduct early stage coordination include the following:
Community Development Block Grants, Office of Neighborhood
Development grants to neighborhood organizations, the pilot
Neighborhood Business Revitalizatiom Program which coordinates
federal resources and trains city personnel, and the
Commercial Reinvestment Task Force of the National
Neighborhood Reinvestment Corporation (conducts only two pilot
projects nationwide). It is these programs which have spurred
- the creation of revitalization models, which are now available
for replication in other locations. However, use of these .
models will depend upon the availability of ‘early coordination
funding. The need for such funding, especially that directed
toward organizing associations of small merchants, should-be
addressed by a coordinated, interagency State level approach
to urban revitalization. '

4
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- In addition t& the need for early stage coordinative
funding support for neighborhood commercial revitalization,
the Task Force also identified a need to provide training to
city personnel in the areas of public grantsmanship, financial
packaging, business marketing assistance and neighborhood
liaison, in order to permit more effective participation by
the city in a neighborhood partnership which hai comprehensive
revitalization goals. Without such training, city personnel,
because of their background in capital -improvements planning
tend to focus primarily on infrastructure development and
Physical construction to the detriment of the other dynamic

~_components of the revitalization process. Finally, the Task
" Force unanimausly believes that commercial revitalization

should be coordinated with comprehensive programs for

~metghborhood housing revitalization. There are twin pitfalls -

to be avoided. First, the two programs'often compete for
scarce city resources. This competition leads to acrimonious

debate which retards the completion of either type of
revitalization. The other pitfall which should be avoided is

creation of commercial revitalization projects which result in °

overly-rapid gentrification of neighborhoods, involving
significant displacement and relocation of lower income -~
residents. State level planning and financial assistance
should be directed at and conditioned upon a satisfactory plan
for integrating neighborhood commercial with neighborhood
housing revitalization.

E. INDUSTRIAL REVITALIZATION OPTIONS 5.

The process of industrial revitalizatiorr is not nearly as
well defined nor exploreqkin practice as- neighborhood:
commercial revitalization. Enough successful examples of
industrial revitalization exist to indicate its exciting
potential. Recycling older industrial structures is clearly

— -one—aspect-of the proecess, but-so—is—ereation-of industrial
miniparks following the demolition of outmoded factories.

Industrial revitalization is a local, project-centered
activity which is conducted by public, quasi-public or private
deyelopers. Public developers include agencies of lcdcal
go?ernment and, pbssibly, local or regional.authorities.
Quasi-public developers include publicly-sponsored
corporations and nonprofit, community development
corpgrations. While industrial revitalization is an’
essentially local undertaking, State programs, policy and
statutes have proven to be the underlying bases on which
successfully operated industrial revitalization projects in
many locations nationwide have proceeded.-

-
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"Comprehensiveness" is much over-used to déscribe the
industrial development activities of most cities, yet from a
business point of view, it is often critical to investment or
expansion ‘plans. However, most so-called "one stop" city
industrial development offices really mean that businesses

seeking to expand or relocate mustsgo to one source for land,
another source for financing, and another source for
assistance with city permits, regulations and other matters.
It is a partiecularly complicatgd, tiring.and frustrating -

' undertaking for small business owners who seek to relotate or
expand. When ‘the additional difficulties of modernizing and
upgrading older areas to-meet current needs are considered,

the desire of so many small businesses to flee to suburban \
areas can be understood.: State policy and programs are

vitally important in the creation of comprehensive. local g
revitalization programs. Several examples can be cited. -

e i e Tg————

Smaller industrial businesses find it difficult to obtain
access to appropriately-sized locations in urban areas. Very
small manufacturing businesses often cannot find locations
small enough to meet their financial constraints while
remaining appropriate for mantfacturing activities. Growing
businesses are often unable to find economical ways to expand
physically in their current urban locations. Each of these
problems is compounded in densely urban settings, such as the
City of San Francisco, by competing demands for land to be

. developed for residential and office,uses. In any .
comprehensive urban industrial revitalization program there is

a need to include a specific orientation to small business
location and subdivision services in order to make available
land and space in units small enough to suit smaller :
businesses. Likewise, there is a need to include a mechanism
to provide expanding small businesses with additional urban
facilities at overall costs which are comparable to those of
' relocation at suburban and-rural sites. The Task Force
- believes that urban industrial land banking programs, even at
relatively modest imitial levels,. can make significant .
... . _differences in the ability of a revitalization -program to meet .
locational needs of small businesses. ) "
- Ingthe past, urban areas have servedras incubators of
beginning businesses because of the accessdibility of
specializgﬂ markets and . labor and the availability of N
relatively low cost space and-transportation. This incubator
function is a special strength of urban areas, and every
revitalization program should include a component devoted to
the special problems of working with newly-formed small
businesses. fThe need for this component is based upon the
fact that the lack of flexible .urban facilities, the-costs of‘
security, less efficient transportation caused by  urban
congestion and the difficulty and expense of commuting from .
P suburban areas have reduced the attractiveness of urban areas .
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as a site for beginning a small business. Changing these - -
factors clearly calls for ,a comprehensive approach in which .
the resources of the local, State and Federal government are

molded together. The need for compenhensiveness is further
buttressed by the widely shared finding that small business

owners and potential small business entrepreneurs .are most &

likely to locate their businesses in areas where the overall D
quality of Iife, beyond that of the "business environment", is
attractive and personally satisfying. Often the desire for

quality of life attributes in a business location outweighs
Purely cost-based analysis. :

———Eeea&-ge#e;nments_hayeftug_basic*appxnachesﬁavailanlégtg_ﬁ_\,
them"in assisting a revitalization process, service and 3
non-service initiatives. _Service expenditures can include not
-merely typical municipal eervicaE such as police, fire and "7

sanitdation, but also capital impirovement programs anag
locally-authorized bonds, Ivans br grants. Non-service
" approaches include use of regulatory, tax or adminéstrative
powers to assist local ‘businesses. Such non-servite
approaches can also include organizing functions or advocacy.
roles-for state or regional policy changes needed to further
the revitalization process. A recent study pointed out:

Local governments have a‘ variety of strategies open

" to them to assist small neighborhood businesses. But
they are not yet gystematically taking advantage of
all of the opportunities they have,. especially 4in the
non-service area.* -

City governments have found it difficult to coordinate
jcategorical grants programs, locally-funded capital’ SN 6
improvements, service improvements, business regulation and
tax policy. In %ome places, this coordinative function has
" been ¢ndertaken by community organizations which negotiate -
with dovernments at all levels and interface with small
businesses. 1In deteriorated nelghborhoods, the role of — 77—
community-based organizations can be quite broad, emphasizing
financial investment and technical assistance (using community
\gevelopment block grants, Community Services Administration
funds, or the SBA 502 program). -  .Where local government

organizations often conduct the major portion of comprehensive
economic -planning for deteriorated neighborhoods and districts.

7/

* J3.D. Gollub and S.A. Waldhorn, Using Nonservice Approaches N
to Strengthen Small Business in Urban Neighborhoods., SRI
International, Menlo Park, 1979, p. 1.
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Although the State's resources are ‘relatively limitea, it
can draw upon a variety of funding sources to support early
planning activities by local governments and community-based
organizations which assist local overnments, ‘resource
identification for revitalizafion projects, interim funding
for project development while major funds are tied up, and
other coordinative activities. It is this role that 1s most
crucial in creating the credibility on the public side of any
proposed public-private partnership.” The next most crucial
initiative which the State should undertake to facilitate
industrial revitalization is to assist, through legislation,
local governments to consolidate project\development .
activities, including land acquisition, bdlding and capital
——————equipment—financingahd detailed informatioh Services in/ a

¢

single, local organization which is accessible and immediately
- responsible to small businesses:” This inhitiative requires
State action:

- to_expand the recently ‘'enacted Indugtrial Revenue
: Bond Act to permit local authorities to prepare
financing packages to meet a range 'of financing needs
of participatipg small businesses in a speedy fashion;

- to integrate work force training programs with
facility and acquisitions; and

- to enceurage both State and local capital
expenditures to be integrated with the needs of
affected businesses.

- L3

Sewéral models for this type of.arrangement exist, most

5 particularly in the states of Pennsylvania, South Carolina and
Oklahoma. By coordinating this approach at the state level,
-wasteful tax expenditures at the local level can be minimized
through the application of uniform minimum standards of )
feasibility and impact. !
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NON-TRADITIONAL SMALL BUSINESS TASK FORCE |

DISCUSSION SUMMARY

’

Identifying Non-Traditional Small‘Businesses.
Functions of Non-Traditional Small Businesses
Workplace Oriented Enterprises. « « « « « &

DeveTopmental, Service and Training Functions

of Non-Traditional Businesses . « o« o o o o o

mm

b

Needs of Non-Traditional Small Businesses . .
Resources and Support for Non-Traditional

small Businesses. L] L] L] L] . L] L] L] L] L] L] L] L] . '

~

The Non-Traditional Small Business Task Force ,
formulated and answered the.following four quéstions:

Can non-t:aditional business ownership and
management -increase worker satisfaction and
productivity? > .

Do .non-traditional businesses provide a

ay to create o# retain productive industry
and jobs? -

"Can non-traditional small businesses generate

significant new employment in urban areas and
among hard-to-employ popu}etions?

Can and should the State
the formation and gFfowth of non- traditional
small bysinesses?

overnment facilitate

The Task 'Eorce answered gmach question with a strong
affirmative, as detaile n Section C of this Summary.

The members of the Non-Traditional Small Business Task
Force were drawn from private businesses, community
corporations, educational institutions and State

government.

All of the Task Force members have extensive

experience in working with non-investor-owneg businesses.
This summary relies heavily on the experience and personal
knowledge of- the members of the Task Force.

N
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’ The Task Force was assisted by research ungertaken at ’
the University of Caiifornia, Los Angeles by Urban . .

Innovations Group, the practice arm of the Scnool of.
Architecture ana Urban Planning.* The research surveyed

. the literature and data concerning non-tracitional, N
businesses and described @nd analysed,a cross section of
small California firms which in one way or another are
non-traditional. See the ‘summary of the research at pages
90-92, infra. - ]

Y
V

A. IDENTIFYING NON-TRADITIONAL SMALL BUSINESSES '

_In thé United States most goods and services are :
produced by businesses, large and small, which are s )
‘ Qinvestor-owneﬁ and are managed by or on behalf of their

Egners. “Increas howevet,Americans—have —— —- -

perimented with busihess firms which are structured and .
which operate very dffferently from most investor-ownea )
firms. The succeés of large-scale.agricultural.
cooperatives inm providing benefits for farmers has spurred
interest in more mgodest sized non ipvestor-owned firms.
Businesses owned by employees, by, ofi-profit asscciations
or by customers can have objectives that differ from most
investor-owned businesses, while still fetaining a place
in the private economy. Their wobjectives in addition to
creating income for their patticipants, have included
neighborhood development, creation of more satisfying
jobs, preservation of existing businesses and employment
of Hard core unemployed persons. Such businesses are
hardly a néw phenomenon in American history, but at no
other time has the potential for widespread operation of "
non-traditional business been as great as it is today.

Non-traditional small businesses must be distinguished.
both from traditionally-organized and operated businesses
and from charities. A private activity is a charity if it
redistributes money or goods and services without
generating sufficient revenues from those it serves to

ver its costs. Many charities, including some hospitals
and'relief organizations, are very sizeable economic
organizations, producing substantial reévenues ana
employment. Such charities depend on public and private
donations .for their survival. Hpwever, if a firm produces :
4 recognizable-good or service, provides employment and
generates sustaining revenue from its sales it should be
classed as a business. In most, but not all cases,
business activities are also conducted for profit. :

¥ See, Appendix 3, "Nen-Traditiongl Small Busine§§ in
California: Problems and Prospects."
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A business may be non-tragitional as a result of its
.legal structure, its work processes, its objectives or its .
products and services. - -
Non-Traditional Legal Structures. Businesses which :
are organized'on a membership basis are clearly R P e
non-gsaditional. Membership businesses include ¢ >

cooperatives and collectives. Likewise, businesses™ which ///7 .

are owned and/er controlled by employees, either .directly 7 ;
or ,through trusts or other mechanisms, are non- o N
traditional. Consumer cooperatives,. owned and operated )
for the,benefit of customer members.are the most visible C.
urban cooperatives, but businesses with worker members
also exisf. ’ g y

%

Non-TTaditional-—Work -Processes:—Thousandss=of—————- -
otheTrwise traditional businesses have institutionalized ~
management participation by workers in the businessess
These arrangements vary from complete, worker democracy in, 2
whiich employees elect managers and officers, to Scanlon
Plan shop floor participation programs designed ‘to ~ .
increase efficiency. 3

" *Non-Traditional Business Objectives. Businesses have
been created and operated to provide communities with
jobs, to act as sources of profits for reinvestment in _
developmental activities, or te conduct-needed on the job .
training. These objectives typically are foreign to )
investor-owned businesses. . ' ‘e

Non-Traditional Products or Services. While any 6”/ﬂd1

genuinely new-product or service is in a sense - ; ’
non-traditional, certain new approaches to meeting public
economic and social needs through business activities,are ,
an alternative to-traditional financing asfistancg or tax
incenfives. Firms which combine sales of services or

| products to-the private market ‘with explicit contractual °

commitments to governmental bodies to also provide -
development, training or, employment services are
non-traditional businessés. Suc¢h businesses may be |
organized as either for profit or not for profit firms, !
and ‘can ifclude among their services hiring hard-to-employ
persons on either a limited term basis or, as in the case -
:of sheltered work or supported work programs, on a .
permanent basis. . ¥ I

" The Task,Force was uhablesto determine the siie of the
State's non-traditional small business_ sectors Based on .
the researcgh €onducted by Urban Innovations @Pbup, it is , .,

clear that data concerning the number of non-traditiopal
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“~
businesses is scarce, but that there are certainly sevegJal

e
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B. '?UNéTlo&s_QF NON-TRADITIONAL SMALL BUSINESSES

thougsana firms in the State which meet the criteria set
forth above. . ’

]
3

If organizing businesses in new and creative ways
serves merely to permit a small, group of eccentrics to
indulge in testing ecopomic theoties, there is no need for

™ the State to interest itself in their ractivities.

However, there is far more involved. Non-fraditional
businesses show great promise for alleviating a number of

* .otherwise intractable economic problems.

<The Task Force found that it.could ansQer each 'of the
first three gquestions:posed at the beginning of this
disc@ssion summary in the affirmative.

1. Can non-traditional business ownership and
management increase worker satisfaction and productivity?

Kn§wer: Yes.
”, There has been national concern about studies and
observationsrwhich document widespread instances of lack
of worker involvement in work activities and lack of
commitment to workplace performance. The causes have been
identified as depersonalized workplaces, lack of
incentives to produce and widespread changes in the work
ethic. The Task Force found that democratically operated
workplaces, both investor-owned and employee-owned,

. . " improve worker involvement in operations. Likewise,

employee ownership of businesges has generally resulted in
improved productivity. ’

2. Do non-traditional businesses provide a way to
create or retain productive ifdustry and_jobs? -

Answer: Yes.
. Beginning with the introduction of tax incentives for
employee stock-ownership.plans, employee ownership has
provided a way to preserve businesses that would otherwise
have closed and to finance expansion of other businesses.
Employee ownership situations offer great promise for
small business, if a routinized, inexpensive pattern of
ownership and control can be worked out. Cooperatively or /S
community-owned businesses have beén successful in

aking the gréund for purely investor-owned business in
depressed inner city areas by demonstrating locational
feasibility and positive workforce characteristics.

\
A
.
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: Can_non-traditional small businesses generate
significant new employment in urban areas and among

7

hard-to-employ populations?

>
Answer:

Yes.

Businesses which grow out of neighborhood.
organizations hve proved to be significant and productive
employers in low income -communities. _gommunity ’

evelopment corporations -and other organizations have
sponsored or operated locally important businesses.
Supported work businesses provide needed goods and
services and provide jobs for former AFDC recipients, .

x-addicts and ex-offenders, all at a cost less than
existing systems of income transfer and
institutionalization. ) '

The Task Force analyzed the contribution of
non-traditional businesses toward the solution of the
issues presented above. The case studies gconducted by the

.Urban Innovations Group revealed two general . :
classifications of non-traditional businéssed:’

Workplace Oriented Enterprises: businesses which
engage in private production of goods and services
while operating with employee .ownership or management;
and

Neighborhood Economic Enterprises: businesses which
mix private production with social aims, including
community development, occupational training,
developing cooperative relationships or providing
services 40 special populations.

Businesses of the first type are usually organized
around issues of_ workplace characteristics or job
preservation.: They often embody a strong commitment by
their organizers to non-hierarchical decision making or a
general ideology of cooperation or anti-exploitation of
workers and customers. Businesses of the second type tend
to be last-ditch private responses to failures of the
private market to provide suitable employment
opportunities, economis environments or services.

L

. -

Workplace. oriented enterprises often are designed to
improve workplace 'satisfaction, productivity and Jjob
continuity, while those of the second type are often the
only viable mechanism to deliver quasi-public services and.
conduct, developmental activities in eow income areas. " At
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times—the—gistinetions—becomeblurred, as in the case of
& . ® Iy
creation of a neighborhood corporation to purchase and

operate a plant-‘otherwise slated to close.

’

€. WORKPLACE ‘ORIENTEDENTERPRISES | | :

Many non-traditional small businesses are based en the
notiop that for certain types of businesses, usually those
which are labor intensive, there.are institutional
advantages which make’ employee ownership an attractive
alternative to investor ownership or which can best be
achieved through democratically mqgaged workplaces. ~

Job Security. Investor-owned businesses in‘cyclical
industries tend to respond to slow periods with layoffs.
Employee-owned businesses tend, on the other hand, to cut ™
wages or hours. This approach maintains equity among
workers.and avoids layoffs. Oecisions regarding
continuation of a business are also affected positively,
because an employee-owned business will be kept going even
if profits are low. The primary income of worker-owners
remains wages, and so long as wages can be paid, the
- return on invested capital is of lesser importance in .

determining issues of business continuation. :

Business Ownership as a Financial Incentive. Where
WOTKers are. also, awners and managersys they are motivated
to achieve higher levels of productivity and workmanship
as a result of direct financial incentives in the form of
higher distributions of earnings. Workplace disputes tend
to be negotiated to resolution more often than they result
in confrontation. (This is not always the case, as the
receht strike at worker-owned South Bend Lathe Co.
indicated.)

Workplace Flexibility. 'There is a tendency toward
increases in worker discretion, innovation and self-°
improvement at the workplace in employee-owned and
operated buslnesses. Self-organization of the work
situation hy workers contributes to compgtitiveness of
non-traditional businesses through increases in worker
productivity. This conclusion has been documented in .
studies of the worker-owned plywood cooperatives in the -
Northwest and.the Voivo automobile plants in Sweden.

'
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0. OEVELOPMENTAL, SERVICE ANO TRAINING FUNCTIONS OF
NON-TRAOITIONAL BUSINESSES

The second group of non-traditional business we’
identified are neighborhood economic enterprises.” They
tend to value service to a community equally with
maximizing earnings. They may be formally organized as ”~
for profit corporations, non-profits or cooperatives.

Most are small scale, self-help enterprises that startedq

with private funds, including foundation grants and often
have used government programs for a portion of their

- sypport. The report prepared by UCLA Urban Innovations

Group (Appendix 3) describes several neighborhood economic
enterprises in detail. See, for example, the studies of :
TELACU, Spanish Speaking Unity Couhcil’Peralta Services
Corp., and Western Communities Industries.

X The melding of business and community -goals is
particularly well illustrated by Western Communities
Industries, which is. a for profit corporation owned by a
Community Action Agency i;/gresno. It manufactures and
sells insulation on the private market, but its corporate
goals include job creatiom\ and providing supplies for low
income weatherization actiwities. It was established with
financial assistance from a Federal agency, but it is
wholly self-supporting. Its gainful activities strengthen
the service capacity of its parent organization and reduce
its costs while creating beneficial economic and .
sociological impacts on its low income community., LT s

Forms of Neighborhood Economic Enterprises. A . .
neighborhood economic enterprise evolves from a business - T
opportunity, the neighborhood needs 'and the .expertise of -
the founders. The following examples are intended to '
illustrate the diversity‘of such businessés: ‘

1. Privately-owned firms with formal public
resposibilities: These are busInesses which are operated-
in a manner intended to yield both profits to their owners
and benefits in the form of capital investment, training, >
financial contributions or public services to a specific
public community. An import example of this type of.
business is the South Shore Ndtional Bank of Chicago,
described more fully in Appendix 3. South Shore Bank is a
privately-owned neighborhood development bank which, while i
seeking profits, has as its primary goal "developing the
neighborhood for the benefit of the residents.”* The

¥ I1linois Development Corporatiom, Offering Circular, .
.1973. > ) .
’72 -®

o
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B Bank has operatec as a small, but profitable, full service
commercial bank focusing on the savings and credit needs -
‘of its neighborhood, .while its affiliates have undertaken
real estate rehabilitative sefvices, technical assistance
to other businesses and other developmental projects.

2. Consumer cooperatives: Cooperatives are
businesses that are owned and controlled by the people
with whom they do business. While there are’ some large

- California consumer cooperatives, such as the Consumers
Cooperative of Berkeley, most are small enterprises. that
operate from a single location. Cé-ops operate in

. virtually every area of the economy, but they are most ,/

N frequently found in the food business. . An important
subgroup of cooperatives are credit unions, especially
community development credit unions, which are based on
affinity bonds between residents of a pdrticular community.

+

- 3, Non-profit or community-owned small businesses:
Neighborhood organizations have begun in the past 10 years
to go beyond advocacy roles and to .plan, promote, financ® .
and, often, to operate and.own small businesses which
generate employment, ihcome and needed goods and -
services. At times, the "business" conducted by a .
neighborhood orgadization which provides services may have
only one "customer", either the State or Federal o
government. Activities of this sort include a variety of =~ '
health care services, ,senior transpostation services, day )
care cénters &nd.training facilities. Community Action
Agencies have proved adept at conducting such businesses,
which, altheugh conducted by non-profit entities, are very
comparable to more traditional professional’ businesses
conducted by, for example, health care firms which.receive
a major portion of their income from government
* reimbursements. Such busimesses often provide double
social utility because they not only deliver a service
needed in the marketplace, they also p ovi training for
otherwise unemployable persons.

Community development corporations and community
tnvestment trusts in low income neighborhoods have taken . .
the next step and have begun to use a mixture of public
and private financing to invest in businesses which
benefit the neighborhood, but which can otherwise be
indistinguishable from other .small businesses. A drug
-store,or coffee shop which provides enough traffic on a
block to discourage muggings is an example. Businesses
created and owned in this manner address a number of

, pu¥ic policy issues while gemaining private enterprises. .
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4. Supported work Businesses: Of all the conclusions
to come from the Task Force's discussion, perhaps the most
controversial is that significant State resources should
be devoted to providing operating reveriues to "supported b,
work" businesses. A supported work busipess is organized
~for the purpose of employing hard-to-empioy'groups as well
as for producing goods and services. A supported work
business depends on both sales of its goods.and services
and on revenues from the government for the employment
services which th usiness offers. Many supported work
businesses employ hard-to-employ persons, for limited
periods and act as a transition to unsupported
employment. "Others offer permanent employment to those
unlikely to find other jobs. The attraction of supported
work businesses from a public policy viewpoint is that )
there are significantly greater benefits than costs as a
result of providing a job to a person through this type of
business than to ma4intain the same person on public
assistance without a job. ‘

.

The Urban Innovations Group included two supported
work businesses in its study, and concluded that they were’
“effective mechanisms to reach hard-core unemployed . ... . ... 7
persons. Follow-up analysis done at the University of .
California, Berkeley has detailed the cost-benefit
effectiveness of supported work businesses.* The
conclusion of that work is that supported work -
demonstrations in 14 sites have been successful and cost
effeqtive for two target populations: (1) female
recipients of Aid to Families with Oependent Children and
(2) former drug addicts.- Projects with recently released

ex-offenders were marginally.cost effective, with strong of

indications -of success.’ »

E. NEEOS OF NON-TRAOITIONAL SMALL BUSINESSES - {
P .

Can and should the State government.facilitate the ’
formation and growth of non-traditional smaill .
businesses? .

. e ~N

Answer: Yes, *it can.and should. '

~ As it has in other areas, the State should work to .
create the cohditions for business growth when the effects _ .
of that growth will benefit all Californians. "There are a
series of neéds which should be addressed tog. spur the
growth of non-traditional businesses.

* See Abpendix 3, "Benefits and Costs of Extended
Supported Work."

<
. - B .
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§
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The needs -of non-traaitional s 1 businesses are
similar to those of other small businesses. However,
because of differences in structure or objectives,
definitinn of the needs tends to be more complex, and the
resources to meet those needs are more difficult to come
by. A sjgnificant factor which we identified as affecting

-, . many aspects of conducting a non-traditional small ~
business is that such businesses are often isolated from
sources of information concerning business issues. Such
isolation results in part from the fact that they are
pioneering new undertakings and in part from the fact that
the entrepreneurs who establish non-traditional businesses
often are from backgrounds which were devoted to attempts,
to achieve public policy objectives rather -than work in a
small business environment. Entrepreneurs of
non-traditional business tend to lack contacts with

, knowledgeable péople in their industry ‘or in business
generally. . . ‘ .

0 Jraining and Technical Assistance Needs. The Task
Force identified emotional commitment to quality products
and organizational objectives by entrepreneurs“and workers
in non-traditional businesses as a key positive element in
their growth. This commitment is partic@larly evident.in
workplace oriented husinesses. However, product

commitMént must be dugmented-with- traiming in both et

traditional .and non-traditional management skills if these
businessés are to hecome a significant part of the

economy. The report of the Task Force on Education, .

Trainihg and Technical Assistance, above, pages 39 to 42,

details .needs for traditional business training. What,
then, are the"special needs of non-traditional businesses?

Historically, each new line of business has
necessitated development of corollary expertise in
production management and professional techniques
applicable to that particular line.« A similar, although
more extensive, development is needed regarding the
following types of issues confronting non-traditional -
businesses: ‘

- defining operational practices and limits
for participatory workplaces; .

*

- definition of legal rights and responsibilitjes
of employee-owners; - ‘ ’

- creation of efficient legal structures for
production cooperatives, community-owned
and worker-owned businesses; -

1
A 4
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integration of managemént techriiques with the
participation of employees and customers;‘anc%

. VA

creation of financial and non-financial reporting
systems which/permit) evaluation of progress
toward non-traditiongl goals.

’ .

For non-traditionals to prosper in a major way, -an
infrastructure of knowledgeable consultants, attdrneys,
accountants and other business service providers is

.necessary. This need has sevegal components:

1.  Both types of non-traditional small businesses
have needs for training in baesic business skillsy e.g.,
.management and supervision, accounting, and marketing,
plus they need-training 'in management of unigue
organizational structures, issues of community ,
involvement, staffing patterhs, and financing. J/f

2. Noh-traditional small busin€sses, especially
neighborhood economic enterprises, need training in df
government contracting and grant procurement sp they will

_ be able to make. informed decisions about building. their-
businesses with the. aid of Federal or State” programs.

3. Both types of non-traditional small businesses
need specialized légal and accounting servicest

\a; Non-traditional smqll businesses needstechnical
marketing assistance, including market research ard
identifictiaon, as well as help with commuritation of the
commitment of'nbn-tradi@}ona& businesses to prpduct

N <

quality.

Regulation and Legislation Needs. Although the Task
Force discussed aspects of regulation an legi%lation only °

briefly, the needs which were identified have impgrtant ~.
implications -for non-traditional small businesSes. They,,
State's "stamp of .approval® onaleBal-structures, methods
of operation, financial recordkeeping and entry and exit
of employees would allow for,a‘less cestly.and. frustrating
process of formation #nd growth for non-traditional small.
busfnesses. - _ : ) - . - . *

Some Observers dispute that there are-significant
legal barriers-hindering incorporation ahd operatdon of
the various types of employee-owned and operated-
businesses. They point tg, the fgct that the Business,
Corporation Law is extremely flexible with regard to
capitalization and management str-ucture:si and that

n

produter and'worker,coggeratives may be corporated under .
. \‘ -
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tne Cooperative  Cqrporation Law. Howeverl, attorneys and .,
other professionaé} aré unfamiliar witA the alternatives
which alreacy exist in tne law. In acdition, a confusing,
difficult and expensive series pf steps faces any group
*which wishes to organize an empﬁoyee-owned business having
the attributes of continuity of control by employees ard
the ability t® sell memberships or shares. As one
example, the California Securities Law provides no
expedited or exempt procedure for securities of consumer
and producer cooperatives although such an exemption
exists for agricultural .co-ops. Likewise, there is no set
of State-issued recommendations and instructions for
incorporation of such corpérations as there js for stock
business corporations.: - -

~

1. There is a neea for legislation te facilitate
incorporation and operation of workplace oriented
enterprises, incluging producer coofferatives and
employee-owméd businesses. J

2. There is a need for the State's regulatory
agencies to evaluate more sympathetically varipus
non-traditional business operations. This is especially
important, for example, in the area of rules for financial
recordkeeping for reimbursement programs and State
contracts which currently hinder non-traditional
business's ability%to obtain financing.

Networkimg and Information Sharing Needs. The need
for developing small business support.~organizations or
networks was mentioned by several of the task forces.
This need is particularly crucial for non-traditional
small businesses. Such organizations could assist
newcomeTrs in identification of-viable structures and
procedures, previade a forum for sharing-mutual problems

and solutions, and act as representatives in. traditional

.business, political and social arenas.

‘Non-traditional small- businesses are hindered by -the
_ public's stereotyped.impressions of their activities and
. business attitudes. These stereotypes limit creation ana
growth of ngn-traditional small businesses. One of the
reasbns mgn-traditional 3mall businesses continue to-be-
lapelled as disjointed, high-risk and under-productive is
that "'they 'have not engagsd;in aibystematic and thogough
_effort -to edicate, the trdditional business community,
government and the general public to the contrary.
Effective public éducatin would de-mystify non-traditional
* small busimess activities, emphasize their conttibutions
to their commurities, and also attract new business
opportunities and employees.
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1. There is a need for networking and information

iharing among non-traditional small businesses with regard
0: : - :

(a) business structures (formal and informal);
(b) operating procedures; and ‘
(c) specific products and services.

2. There is a need for a statewide non-traditional
small business organization to conduct public education
with regard to:

., (a) the costs and benefits of non-traditional
businesses as revealed by soeial accounting
.techniques; and ' . .

(b) the contribution of non-traditional business
to employment and productivity. ’ .

3. There is a need to identify the social, business
and political contacts which could facilitate non-
traditional small businesses' access to traditional
business networks and organizations ‘and reduce problems of

nial of "business civil rights.™

Financing Needs. Many non-traditional small
businesses have been ‘excluded from transactions with the
financial community. For example, an'organization' cannot
get a loan or a contract through the SBA if it is d .
non-profit corporation, no matter how business-like its-
operations are. Non-agricultural cooperatives were
"unbankable" before the Consumer Coop Bank wad created.
Lenders tend not to distinguish between{unconventionality
and risk. The Task Force felt strongly\that non-

.- traditional small businesses had major needs in the

finance area.

- 1. There is a neeéa to institutionalize credit
evaluation criteria to correspond with the“finances of
non-traditional businesses. Such criteria would help

" financial ‘institutions to understand financial records of

non-pTofits, cooperatives andacollectives and the .
applieations for financing that they submit. .

L

*2. There is .a qged to change the regulatory climate
for financidl institétions in order’'to allow or encourage
them to conduct business with small businesses in
officially-encouraged programsof socially responsible

lending. .
e

3. There is a need to invebktigate hdf the Federal
Community Reinvestment Act might -be utilized and
supplemented rat the State level to-make socially.
responsible lending and investment m%as dttractive. .

1%
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4., There is a neea for soundly-baséd, non-traditional -

financial institutions to service various types of
non-traditional small business.

5. In order to mAke private financing more available,
there is a need.to sgread the risks on lending to
" non-traditional small businesses and perhaps create a -
secondary market fof non-traditipnal small business -

. ‘obligationg through new fiscal intermediaries.

T

F. RESOURCES AND SUPPORT FOR NON-TRADITIONAL SMALL
*  BUSINESSES
b There are striking differences in the sources of both
initial capital and operating revenues between workplace
orienteac businesses d neighborhood economic enter-
.prises. .Persona atgngs and loans from‘frielp§ and
family are the primary sources of jinitial capiltal for
wofkplace oriented ventures, just as: they are for more 2
traditional businesses. Revenues are derived from sales
of goods and services on the open market, often in
established, highly competitive fields, food stores,
packaging, printing, Medical services and construction.
. After a period of operation, several of the businesses __
.,interviewed had obtained short-term loans from banks and
also had obtained credit from suppliers. Long-term debt
is more difficult to obtdin. )

* On the other hand, neighborhood economic ventures,
especially those organized as cooperatives and non-profit
corporations have used donated funds te start operations
and have had difficulty in obtaining loans from banks,,
.even after successful~operations. Both-short- and.
long-term debt is extremely hard to obtain. Government
contracts provide_ the source of much of the operating
revenues for many neighborhood ecdnomic ventures.’ These
contracts can include direct fee for service transactions,
reimbursements for services or '"grants" in exchange fpr
specified astivities. All of theése revenue sources are.

diff t to translate inte a basis for private loans for
faci es, equipment or working ¢tapital. Neighborhood
entr eurs are rarely able to use CETA training

reven , for example, as the  basis for a loan. .To the
extent that nefghborhood enterprises also generate revenue
from sales to the public, they are also able to seek loan
capital, if, but usually only if, their corporate

structure dppears conventional.
» ~

* L

Public sources of capital for neighB&rhood economic
ventures are. important.~'Neighbqrhgd development grants of

-
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. various sorts, from HUD and EDA, administrative funds from LTS

the Community Services Admin;stratidn and CETA demonstra-
tion contracts all Have assisted the growth of such
ventures. Continued progress for neighborhood economic .
venfures depends on combining such donations and contracts “e,
with a removal of the legal and operational road blocks ‘
which we have described above.

Non-financial resources for the busjmesses we.have
s described are available from a,variety of sources, many of ®
which are organizations which are relatively new and not
.well established. Efforts to -establish statewide or
regional information clearinghouses and support networks
are in their infancy. While users. of such organizations - ~
can and should be expected to bear the costs of their
services in the long run, short-term public support toward - :
their establishment may be warranted. The basis for { !
providing such support should be the benefits to the .
oublic as a whole from the existence of a %ector of
. non-traditional businesses.

. Our recommendations to athieve the-changes necessary

to enhafice the viability of both types of non-tradition e . R
small businesses are set forth in- Appendix-1l. .
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PART II ° o=

PRINCIPAL RECOMMENDATIONS OF THE
URBAN SMALL BUSINESS EMPLOYMENT PROJECT

The principal recommefidations of the Urban Small Business
Employment Project’ were developed by an ad hoc State review
panel from.the complete set of recommendations submitted by
the Rroject's Task Forces (see Appendix 1). The reviewers
represented the staffs of the Employment Development N
Department, the 0ffice of Planning and Research, the
Department of Economic and Business Development, the
Department of Industrial Relations, the,Senate Select
Committee on Small Business, the Assembly Labor Committee,
Senatqf Bill Greene and Assemblywoman Maxine Waters. &*°

The reviewers developed their recommendations based on
the following criteria: . - .

Ll

i

1. .Réduction of

2.  Avoidance of new. State expenditures Qr loss of

P v . revenue. , -

3. . Encouragememt of local g;tg%dVate initiatives as
: " alternatives to governm al action. .

4, promation of governmental efficiency and optimal use )

of &xisting resources. 9

5., Targetinb to- promote small business growth.

6+ Political--feasibility - broad legislative /
acceptability.
» . . 2,
! Adoption and implementation of these Principal
.Recommendations -would, in the opinion the review panel,
sighificantly bettef the environment an prospects for small
bbsineéﬁbs in_Galifornia. The text of each Principal 3

Recommendation andﬂg'b?@ef comment are set forth below.. .

n? 2

governmental role in privéfé"ﬁﬁé”ﬁéEﬁ(““'

‘2

7/

’
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CAPITAL ACCESS RECOMMENDATIONS

Principal Recommenda%;pn’fi °

Explore the potential for prudent investment of
public.pension fuzu°assets in support of spaller
busipesses throdghl small business investment pools,
mortgage pools, long term leasing af real estate and

other debt and equity partieipation intermediaries

Implenentation of this decommendation could dramaticallyj, *

incre€ase the potential sup available to smgll
businesses. The effects rang ch larger yventur
capital industry to expanded ability to harket the guaran eed
portion of Small Business Administration Nggns. “°Full * g
implementation could re legisl on to brdaden the
investment authority of the tfuste s of the public investment
funds. The "Governor's Public' Investment Task Forcde is
preparing detailed’ proposals to encourage small business
investments by public pension funds.

&
Principal Recommendation 2:
The Superintendent of Banking should
administratively determine thatao bank loan to a ~
small busine should be "classified" by. examiners
and charged against the bank's reserves if’ the -loan
3 is adequately co atera%%z\p ‘and .not in default, and
~* should éncourage  faderal banking officials to follow
suit. . ‘

.

¢ )

1

"Classification" of a loan by a bank examiner acts as a - -
charge against the capital of a bank and reduces its lending
capacity. The Capital Access Tagk Force found that bankers
believe that .small business loans are likely.to be classified
. _even if they are in no danger of default. ®Adoption of this
. recommendation and dissemination of informatian.regarding its
adoption would encourage bank lenging to small businesses at
no cost to the State. 2 . .

L4

(23

Principal Recemmendation 3:
‘Institute small business lemfing and inveStment -
internships, to treain, season ¥l d/place. small. .
business financial officers in {tban"lending
institutions in order to'prowvidé special attention
to the needs of minority- and WOmén-owned small
businesses. ~ . . ; . SRR

. The neéd for highiy skilled; small business loan officers in escsimsl
" urban financiai institutions.was stro ly\expressegtby the

-
*

0
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Capital Access Task Force, and supported by the reviewing
panel. ‘This recommendation addresses that need directly.
The panel recommende&qthat the role of tHe State be:limited,
howevér, to sponsorstfip and coordination of an internship
program, with the major resources, l.e., salaries and
training costs, to be supplied by participating private
financial institutions and; institutions of higher education.

- . \ )
B. TAXATION, REGULATION AND ASSISTANCE RECOMMENDATIONS

-

r

rincipal Recommendation 4: - .
The State should adopt a progressive $tate corporate
*net-income tax to eliminate the.currth inadvertent
statutory impact favoring large busimesses’ which
.results from a higher effective State tax rate on
small businesses, after computation of federal
taxable income.

_Because Federal corporation taxes are ‘now progress ve,

California's flat 9.6% corporate net income tax results in an
uhequal State tax burden. This burden is heaviest on small
businesses which most depend-on retained earnings as a source
of -expansion capital. By reducing the statutory State tax
rate to 6.7% for businesses with net income under $25,000 and
raising it, in steps, to 10% for businesses with net incomes
over $100,000, the effective State tax rate could be :
equalized at 5.68% for businesses, of all sizes. This change
would-result in no net loss of revenué to the State, while
increasing the availability of capital for reinvestment in
smaller businesses. : ’

Principal Recommendation 5:%®
-] - -The Bank and Corporation Tax Law should be amended
to permit a corporation to carry forward for seven
\ years up to $10,000 in net operating losses per year
~ for each of ,the first four years after commencement
of business. ' .

-

A bill (A.B. 2012) perﬁitflng businesses to ca}ry forward net’

operating losses was passed by both houses ofesthe Legislature

"in the .1980 tetm, but was vetoed by the Governor because of

technical_ drafting inconsistencies and because of the
significaﬁfﬁjmgqct on,State revenues. The ‘review panel
modified the Task Force's Recommendation on this subject,
based on a Bélief that a bill with limited 9\3duckions,
available only to new businesses would achiBye the primary

goal of making it mofe attractive to start a business while'

. standing a .better chance of engc;mqnt._‘
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Principal Recommendation 6:

The State should appropriate orgadministratively
allocate funds sufficient to match federal Small
Business Administration funds earmarked to
California for the purpose of creating small
business development centers attached to State
University campuses and administered in conjunction
with the Office of Small Business Development.

The Small Busines’s Development Center program has been widely
acclaimed as an effective and useful way to strengthen small
business mandgement skills. Pilot programs in California
bear out these comments.. The State should make full use of
the 50% matching funds offered by the SBA to activate this
program. The Office of Small Business Development has
attempted to reallocate existing funds in a°"way which will
satisfy the SBA requirements, but funds specifically
designated for the program s$hould be found.

N .

‘Principal Recommendation 7~

Because small businpesses are more affected than

large businesses by delays in payment for goods and
services, the State should speed payment tfo
suppliers, especially small businesses, and, to
encourage this result, all State agencies should be
required to pay interest at the prime rate on all
accounts which remain unpaid 45 days from the date
of invoice, payable from the budget of the"
accounting entity which placed the ordeT.

. THe review.panel suppdrted this method of providing-a
budgetary incentive for speedier payment of State,
obligations. 1In addi¥ion, the *panel supported proposals to
permit and encgurage/the State's agencies to, obtain prompt

- payment discou ts from suppliers.

Principal Recommendation 8:

In order to enable small businesses to compete in
state procurement on a more equal basis with large
businesses, the State should eliminate the reference
vendor procedure from its procurement operations for
all products and services. .

[ -

.

The basis for use of the reference vendor procedure
(mandatory notification of a specified seller, usually a .
-large business, of State procureménts for any of a specified
list of products) will be reduced by the publication of the
State Register, which will notif§ a larger number.of
potential vendors of fortgcoming contracts. ’




Principal Recommendaticn 9:
The State should forego taxation of capital gains
resulting from investments in job producing small
businesses, if the period for which the investment
is held exceeds five years.
The reviewing panel preferred this formulation of a capital
gains initiative to that proposed by the Task‘Force (compare
Recommendation 4, page 104, Appendix 1) because the incentive
effects would be focused more sharply on job producing small
businesses at less cost to the State.

C. EDUCATION, TRAINING AND TECHNICAL ASSISTANCE

3
- e
3 .

Principal Recommendation 10:

A. The Department of Education should gncourage
secondary school systems to provide their students
with a basic classroom orientation to ownership, -
operation and management of small businesses as part
of the standard curriculum, and to include-such
“orientation in career and vocational counseling.: .

B. The State's Department of Education should urge
school districts ‘which.operate work experience ]
programs to increase the relative number of stugent’s
placed in small businesses as compared to larger
businesses. .

" C. .Vocational education students at, the secondary
level who have entrepreneurial expectations should
be offered expanded opportunity to ‘participate as
trainees in businésses which provide goods and
services to the public and which are sponsored by
secondary schools and/or community colleges,
community-based B@rganizations or Jupior Achievement
programs. o ’

The review panel noted that this set ‘'of recommendations was
directed principally at local school districts. , =
Nevertheless, the State's leadership in proviaing direction
and information could materially assist in attaining local
decisions to implement business ownership education options.
The panel modified part C of the Task Force recommendation to
emphasize its support of the operation‘of schqol-sbgnsdred

youth enterprises. -
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,///, Principal Recommendation 1ll: -~

A. Each post-secondary educational institution
which conducts vocational education programs,
including Regional Occupation Centers/Programs,
community colleges and adult-edycation-systems,
should offer entrepreneurshiﬁ-szills education and
link entrepreneugidl education to specific
vecational skills when' appropriate. . .
B. Post-secondary®*institutions should provide -
vocational education students with the opportunity
to observe/and to practice entrepreneurial skills
though structured contact with self-employed people
. in the community. : .

C. Post-secondary education institutions should

include small business owners as mandatory

participants in their vocational advisofy council

structure. .
D. As part of each course of instruction which
graduates significant numbers of potential business
owners, post-secondary educational, institutions -
should provide small business'm#nagement training
which- reflects the specific needs of the pagticular

" industry. K

o

’ E. Post-secondary education ‘institutiofs should.
. seek to coordinate small business/entrepreneurial
- education with gpportunities for students seeking to
go into business to obtain specific technical - .
assistance and to obtain preferential cohsideratdon
for loans from participating lending institutions.-

/F. Entrepreneufial "and business ‘skills programs
__should be extended into apprenticeship training and
professional school -curricula (e.g., engineering,

medi#ine, etc.) . ) ot

‘The review panel viewed this set of recommencgations as the
most important of the educational-recommendations because of
the.potential bver time for significantly changing~the level
of skills with which business bwners begin operations.
Little, if any, legislation would be required to implement
these recommendationg. However, a strong state-level effort
to spur the local innovations would be reguired. State level

sactivities might include: .
' - i » :

- informational services directed at statewide and
local educational systems, jointly condugted-by the
Déepartment of Education, Employment Development .

. . ’%' "
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Oepartment and Economic aﬁd Business Dévelopment,

X . # getailing the 'needs for ana pbenefits of business
ownership education; N 2
- creation of model program materials; '
- facilitation of demonstration %ntrepreneugial'
' education programs through incentive grants;
- . coordination with business groups to increase

. business involvement at the local level.

The revieweés supported an entrepreneurship éducatioﬁal . .
strategy using a competency-based approach, conducted in
settings that are fully commensurate with the fime and
locational needs of potential entrepreneurs, w are often

employed full time.

5 o
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Principal Recommendation 12: :

o “ 0 .The State should conduct an interdepartmental study
to determine (a) the extent to whiqg research on

o entrepreneurial and small business is conducted by
publi¢ educational institutiors in the State, the

location of such research and the subjects covered

in order to prdvide a basis for cogrdinating small. @
. business research, and (b) the feasibility of
- providing, on a coordinated statewide basis,’
entrepreneurship and small business researth,
curricula design and data to institutions conducting
instruction in<small'bdsiness subjects.
‘ & * -

D. EOMMERCIAL AND INDUSTRIAL REVITALIZATION

- < o
. .

-

3}ig§ipal Recommendation 13: .
s AltifOugh the. separate re$ponsibilities of existing
) B offices may be consistent with condu¢t of an urban = .
revitalizetion strategy, the State should designate,
authorize and fund a single office to coordinate the
- implementation’of State revitalization policy,. .
involving informational, capital and human resource
¢ programs, becausg lack of such a spécifically
authorized and funded coordinative fuynction will
result in a fragmented and ineffgctudl approach to
Y urban revitalization. _ : .
Tz@s recommendation could be initially implemented by an
ofigoing interdepartmental team, in a manner similar.to that
suggested by the Ad Hoc Task Force on Plant Closures in its »
December 1980-Report: Such a team would be responsible for

N : . A A D e B
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mafshalling(and coordinating available resources to maximize
the effectiveness of local revitaliza'tion activities. This

.

ongoing interdepartmental efforg coula ‘irclude plant closure °

respensibilities as well as responses to less drafmatic needs
of declining areéas. ~ ’
M . I 4

. APrincipalnRecqmmeﬁdation 147
' The State.should enact a program to de;igngte

: . certain small neighborheod cammercial areas or urban
. industrial areas which meet® both local and State .
i economic criteria, as "emterprise zones" for the
purpose of providing a targeting mechanism for State
financial ingentives and technical assistance
programs.
\ .Q .
Although initially spli;,negardiﬁg the concept of enterprise
zores, the review panel sﬁpports this rq;ommendatibn on the
Premise that designation of such zones by local governments,
under guidelines established at the State level,_would permit
more efficient usg of State resources for revitalization..
Designation of enterprise:zones would be a targeting device
for State programs, especially if the respgpsibilities of the
interdepartmental team suggested under Recommendation 13,
above, were linked to the designations. Any initiative to

establish an enterprise zone program should be carefully and -

selectively coordinated with Federal enterprise zone
“initiatiwves.

-

@

Pfincipal Recommendation 15: .
To the extent permitted by federkl %aw; the State
should require disclosure of small business, lending
iAformation im excess of that required by thé

. Federal Community Reinvestment Act to help to ensure

that adequate responsipility. is taken by the State's: -

« financial institutions for commercial ana industrial
revitalization. - : N z

2 . s

At little or no cost to lemding institutions, who already

‘assemble, but do not disseminate information on the location
and amounts of small business loans, this information could

“Hbe made available to determine if lending shortfalls and the

-potential for more aggressive lending exist. Such
information would be particularly appropriate for discussion
when institutions seek ,to merge or extepd branching and for

.consideration of applications to form néw banks.

d")
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.+, -authority for city and county governmeﬁts

. —8-3- . pa . .

Principal Recommendation 16: : ’

, The State Industrial Development Financing Advisgry
Commission should be authorize8 and directed to ¢
. create policy guidelines for lgcal bond authorities
) which, if followed, would resuit in integrating
. : local industrial revenue bond programs with other
aspects of small business, revitalization policy and
programs. .
The new Industrial Revenue Bond Act (A,B. 74) created
0 issue industrial .
revenue bonds, subject to approval by the $tate Bond ;
#ommission, provided certain standards of.public benefit are
met. The review panel recommended that one of the major N
criteria for evaluating public benefit be the extent of
integration of a proposed bond with industrial revitalization
gbjectives. It also recommended. that as part of the -
oordimated State approach fo revitalization issues, the
State shou}d make available bond packaging assistance to

local bond authorities which are engaged in revitalization
programs. _ ) :
S e - -\ .
E.. NON-TRADITIONAL SMALL BUSINESSES ~%
. A M

Principal Recommendation 17: ° :

The Legislature should gommission a study of
statutes affecting the-Incorporation and operation
of cooperative and employee-owned businessag’and,
based on such study, amend the relevant sta®utes to

encourage growth of such businesses.

Representafiv?! of edployeétowned and managed businesses
reported difficulties in adapting the Corporation Law and the
Securitiés Act to the special needs of their businesses.

Lack of organizational models. and statutorily sanctioned
modes of operation have proved to be significant deterrents
to férmation of viable non-traditional businesses.

-~ ) L
L Principal Recommendation 18: : ¥
. Because partially subsidized‘empigyment by
- non-traditiofal smdll businesses Ras demonstrated

potential to bringotherwise intractably unemployed N
persons into the labor force, reduce the net expense.
of transfer payment support,'e.gﬁ, welfare, and

provide employkes with marketable skills; the State.
"should encourage creation of such businesses through

e - appropriatglfinancial and technical support and
e

. through development of a program to identify and to
utilize welfare and other tranmsfer payment savings
) to underwrite ongoing partial wage_reimbursement for
i employees of *such businesses. ‘

an
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0. 0t "*Tnisvrecommepaation is pased on ‘research undertaksQ. by -~ Y
T the UCLA Urbannnbvations -Group wHig) gdescribéd-operations - ;
¥ of supported Work small businesses. | he concept is supported

-.by a_report summarizing the cos?s and benefits of supported -
‘work projécts imcludeéd.in Appendix 3. Supported work
. *. businesses, offér a' way to provide both incomesand job skills,
: reduce the %evel.of -expected criminal activity of unemployed °
groups, and provide a real st;b"trdnsition to private sector .
employmept for haszd core unemployed persons at a ‘cost which
is less than the long term cost of welfare and other transfer .
payments, which merely provide sustenance. .

. }
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: SUMMARIES OF, SMALL BUSINESS RESEARCH
v . — » -
In order to drovide a sound iﬁfotmational basis for its N
recommendations, the Project sponsored a series of research '
surveys, case 'studies and analyses. The results of these
research efforts are summarized in this Part III. -

’. The research was comprised/of~the following comﬁbnents:

L

- Review and analysis of data on small business,
especially data compiled by 'the California
Employment  Development Department, emphasizing ' .
identification of firms and sectors responsible for
’ creation of new employment.

- A kimited scale survey of firms in the San Francisco,
Bay Area designed to elicit the experiences of small
business formation and growth, the problems
encountered and the responses. to problems.

A
- Analysis and case studies of California small ©
. " pusinessss whic¢h are non-invester owned, which "
: N demonstrate novel means of management, or which have
non-traditional bu%iness goals. 15

- A survey of scholarly and popular literature on
major topics concerning or affecting the small
business sector of the'economy. .

Folléw-up research-on businesses operated as supported
work programs for hard-to-employ populations was also
" commissioned, based on thg‘fﬁhdings of the Non-Traditional
Small Business Task Force. * A summary of that paper is also .
included. - '

[V . °
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_are responsible for a disproportionate amount of all new ./

v -8§- v h
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R "SMALL BUSINESS AND EMPLOYMENT GROQWTH IN CALIFORNIA *
° Institute of Urban and Regional Development . :

. < University of California, Berkeley.
R )

A healthly economy should meet people's legitimate. >
aspirations to work in stable -and rewarding jobs.
Maintaining existing employment and creatigng opportunities
for new entrants to the labor market are therefdre among the_
highest public priorities of public policy. Federal, State,
and local gayernments all attempt to support employment

"generation in various ways. These diverse efforts range from
macroeconomic wolicy at the Federal level to subsidies by
local governments intended to attract new businesses.

\

Up to quite recently, the central focus of employment
generation policy has been the large business. Whether
implicitly or’‘explicitly, economic ‘policy has_emphasized -
large firms, wHfich have grown in relative importance and now-
dominmate the national economy. The work of David Birch, *
however, challenges accepted ideas in an important respect,
namely, :job generation. His analysis of a very large data ' /
set compiléd by Dun & Bradstreet suggests that small firms ‘ .

employment that is created. According to Birch, firms with y
twenty or fewer employees accounted for 66% of net employment \
growth between 1969 and 1976. A - //
If Birch is correct.-- and he has been challenged -- . =
these findings are profoundly important. Policies designed NS
to. support job generation take on new forms when their
primary target is the small firm. In macroeconomic policy, \
the consequences of mpnetary .anti-inflation measures that P Z
-work primarily through restrictions on credit and capital R
availability fall heavily on the critical element for '
long-term economic dynamics in the economy. At State and .
local levels, the questions of whether to attempt to attract -t L
large businesses or to stimulate local innovation takes on . [' U 7

VAR
. new meaning. How to support job generation in small business W
is certainly not clear.: T
. ) "~ ’ NN T (o
. R AAN > w4
This study is a preliminary attempt to find out how’and [led o
where employment is generated. It uses a completely SR e
different data source from that employed by Birch, and e e “
therefare is a partial test of ‘his findings., v 24 .

* David Birch, The Job Generation Protress. Cambridge, /.
Massachusetts: M.1.7. Program on Neighborhood and Regioral
Change,-1979. . , .Y :

' . 'DL =~
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T The research utilizea data from the Cafifornia-State
Employmerft Development Department (EDD). ' These data allow us
.. to track the employment recond 'of every. firm in® the State
' thhat participated _in the unemployment iqsurance'system
between 1975 and 1979. Thus, we can see specifically where
‘»7 employment was créated.or lost. The limited time* and money
availablé;fo;géhg study, hoWever, and problems with .fthe huge
data set™€Somd* 750,Q00 formssin, all) makeg"thisva preldiminary
analysig,, Most of o
25,071 ° ,
from the complete data set.s« For this tréason, and beoause

-work "hds been done .on a sample G

b® regarded with caution. .
The.data themselves do not always distinguish between new

firms and transfers.of ownership. Nonetheless,

important findings emerge: - Ve

~

1., Small business plays a'major role ihyﬂhé State's.econqu

-

- Half of all the State's businesses employ less than
' four employees. ~

- fNineby-eighf percent qflﬁhé\sfateds businesses have
less than 100 emplgyees.

. P //m, o /«l}f%/y,’»/ . -
Over onezhalf “of total-employment occurs 1n
businesses wi ‘1¥gSs;ggaqg;QQfgmg;ojees.

R4
. N Ry 3 1\4\‘\”/!; PR , i
/ . o XN \/‘\f\w/z/ 2 ,,7\}\‘{: < LY
. Small business, rdefifiegms 100 employees or less,
4 . Tncludes virtually aX¥-bysinesses.,6 = .- >

AN VR
Policies andlpfhgf ms-.diree I'g;gyard small business
e&eryﬂfi;gﬁ%ﬁél & state.

R . . N 3 . ps .
SR - Policies and programs for specific purposes will be

G, ; 1 . . :
TN T inclusive, while their real targets comprise only a
o A S xS small fraction of small businesses.
itz ‘ .
MV " N ‘ . .
TR 3. Small businesses appear to be major generators of new

employment in the State.

-

Sdmple data from EDD supfrt David Birch's
tention that small busihesses create much of the
net new employment. / .

Over the 1976-1979 period, sample firms with less
than twenty employees.accggqted for 56% of net

employment added. / .

, e

,Q:3

. . .
. .
. . S
MC ) ’ : :
: ‘ . 3 ‘
/ . ¢
Proved b ERIC /
. .

{ £ )
irms over the peried 1975 Ebrough'l939‘d;awn';aﬁéo$}y‘
f
limitations in the data themselves,’the study findings shoyiiiﬁ

ok
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without fhtgbg’\;x;qa,étirvdfcfyn, will apply to virtually wm

expensive and not cost-effective if they are broadly
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‘- Among manufacturlng firms, someyhat larger N ’
‘ businesses are maJor job genergfors. About 43% of
net added jobs in the manufactfiring ,sector occurred
in, firms of less than 100 employees ; -

»~

R Flnms entering theé sample,for the tirst time

S contributed more added employment than ‘those in . e
: - ] " existence throughout #ie'period. *Small firms were
P ’ . * pfedominant employment generators in both groups.
4. Although small busipesses dominate job generation, much -
- . of the actusl creation of jobs is concemtrated in, . | .
) vrefétlvely few rirms and over short Time’ gerlods N
- -‘;é. In a‘samUTE"cchgrt'tf enLerlng flrms “most of-the _—
‘ - added employmen +.was created in the flrst two years .
- Among a group of very small (zero to nine employees)
. - entering firms, most®subseqient employment growth .

was concentrated in about 13% that grew rapidly.
Twice as many gross new JObS as net were needed to
offset job losses as firms dlsappeared ,
i
Study of the employment dynamics in a cohort of firms of
varying initial sizes that entered the EDD records in a glven
_ Quarter expands our’ understanding of the complexity of job
-~ generation. While small firms are revealed as.strongly
ominating the creatlon of new jobs, their ifmpact .is uneven
‘in time and concentrated within the cohort of firms. -Most
net new employment in the cohort sample was created early --
within the first two years. Most net new employment was
concentrateg in the 13% of firms that grew relatively rapidly. ,
)
wm%h o eyfnaly51s is needed to test these preliminary
concluéﬁ% m f they are \correct, the implications for
' policy arevylstﬂ;bl offEékl business constitutes the -
, - ) overwhelm;ﬂg‘/¢30 1 businesses. Yet, only a very
o - small pgo--nm“; % w,small businesses appear to be strong net
; “[5 s, and those only for relatively short
. .;s aimed at all businesses are likely to be
_'»,uitTy - By definition,. only a small proportion. of
fense will reach the firms that actually grow.
fective policies should target flrm:%that are probable

growth sources. But these are the hardest jto identify, since
they are most similar to those that alsg hdve the highest
. probability of fajlure. Measures to sustain and encourage
the formation ang/grow "business'are clearly in the 7
State's economjtjand social interest. However; without some
means. pf foc ng resources on potentlally successful firms,

... . th ble. .
- e ost may be unaccepta ‘




THE WORLD OF SMALL BUSINESS:
A Summary of Califqrnia Case Studies

Institute of Urban and Regional Development
University of California, Berkeley

A Tesearch group .surveyed 28 small businesses in the Bay
Area. .Although other surveys of small businesses have been
done, apparently none had focused on California. The
interview qugstions .were structured to gain both qualititive
and quantitative infdrmation on awrange of topics, including
the business environment, entrepreneusgigip, finance capital,
labor, location and physical facilitieS, other private sector
costs, and the effects of public sector taxatigpn and
regulation. . /6p

~

The study looked at a small number of small figms %cross

economic sectors rather than attempt a comprehens%ve and
statist#ally verifiable analysis. See attached table of

A

firm characteristics. 81;D;;principal findings are as follows: ~

quite turbulent, subjecy to seasonal, gy€lical, spatial, and
.sectoral fluctuations of) substanfial magnitude. Particularly
damaging were setbacks Associated with rising costs,
recession-related declynes in sales, and market saturation at
later stages of the prdduct cycle. Many of the small
businesses operated in markets dominated by large firms or
depended on a few major suppliers or customers. These firms
were quite vulnerable to changes in the business behavior of
such larger firms.ﬂh{Qe strategies most often used by the
small firms to deal with business environment and competitive

* problems included branching, product or service * *
diversification and product differentiation.

1. The business epvironment of ;g;fsampled firms was ¢)

2. All of the entrepreneurs in the study were white
males. Almost all oFf them had gained experience in the same
product line--through families, friends, or previous jobs in
management, sales, engineering, or production--before
beginning or buying into their current operation. A majority
of the firms were closely-held corporations. The attitude of
the entrepreneurs toward continued growth varied from
consciously choosing to remain small to pursuing vigorous
‘expansion plans.- Innovativeness emerged mainly in product
divepsification and not in changes in production. techniques.
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' adequate spacg and access to transportation links appeared to
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32 Finance capital posed a major} problem for the firms.
Entrepreneurs witn agvance business edycation .tended to be
.more aggressive about’ expansion and knowledgeable about
contemporary business practice. Overwhelmingly, those -
interviewed cited the difficulties in procuring short and
long-term finance as the major internal factor hamperin?
expansion frustrating their ability to ride out cyclical, »
seasonal and sectored changes. Personal resources provided
theézale or main source of initial capitalization.: Only

thosg firms @ith special conneéctions or saleable assets
seefied able t0 secure bank credit. Supplier credit was used
by.onerthifd of the businesses with varying de%rees of
satisfactign. Cash flow problems were severe for over E@
two-thirds of the businesses,in the sample. Scarcity of
longer-term finance a%g dependence on retained earnings lead
small businesses to be*undercapitalized on the whole.

‘4, Neither shortages of skilled and unskilled labor, nor
turnover rates posed major problems for the majoritys of the
firms. A surprisingly high incidence of skilled jobs and
full-time work characterized the sample. Occupational
segregation by race was apparent in at least half the cases,
while segregation by sex was even higher. Wage levels were
not generally below five dollars an hour and wére not
frequently cited as a deterrent to employment expansion.
Unions were present.in less-thap one-third of the firms.
Only firms;;n the manyfacturing sector expressed strong
opposition”to unionization. _ ¢

5. The firms had located in the Bay Area because their
entrepreneurs live her€,, although quite a few had changed
their business location within thg area. Market access,

be-the most important determinants of present locations. -
Over two-thirds of the firms 'leased their space. No clear
advantages emerged to buying over leasing across thg.
sample-~-many firms (in both categories were hard-hit%ﬁﬁﬁghe°
current level of lggd and building prices. B é§ gg,

6. Other factors mentioned by certain firms as probilems -
included materials, insurance, and security. However,
neither taxation nor regulation seemed to be - particularly
onerous for the firms in the sample. Although a number of |
firms. complained about a single regulation, or an aspect ofa’ - -
particular tax (often this was the paperwork involved rather. . |
than the money;amount), it was denerally found that tax and |
regulatory problems caused.considerably less dffﬁicpltieé ' R
.than business environment or capital access issues. .. . v -

P

(8 ) L
J6 :

- . . ‘ PR

~ Lo YT



- | . -
¢

NON-TRADITIONAL SMALL BUSINESS IN CALIFORNIA: -
Problems and Prospects .

, Urban Innovations Groupy )
School of sArchitecture and Urban™Planning

University of California, Los Angeéles

As part of the California Urban Small Business Project,
the Urban Innovatians Group undertook a six-month study of
non-traditional small business in California. For purposes,
of "the study, "non-tratitional® referred to a variety of
different genterprises.that have grown in number in recent
years -- consumer and producer cooperatives, collectives,
neighborhood-based enterprises, ying clubs, worker-ownead
businesses, community developm§§?udbrporations, and
non-profit workshops. Generally, an enterprise was
considered non-traditional if it exhibited one or more of
three characteristics: 1) direct ownership of the .firm's
assets by workers or consumers, 2) participation by workers
or consumers in the management of the enterprise, and 3) an
explicit commitment to.hiring ‘and training people who have

. encountered discrimination and other difficulties in the

labor market -- minorities,, women, youth, elderly, the
handicapped, ex-offenders, etc. .

-~

The study had three main objectives. First, it sought to . .
describe the. status of non-traditional small business (NTSB) '
in California, presenting some general statistical’
information gathered from a variety of.sources. Second, by
conducting. 14 case studies, it aimed to illustrate the major
difficulties encountered by NTSB in suchjareas as .
organization and management, finance, employment and ) .
training. Third, on the basis of findings from the case
studies as well as a brief review of activities in otpher
states, it sought to recommend policies for consideration in
California to support NTSB and expand its employment i .
potential. - ’ . = -

4

-

. .In considering the finding$, one should bear in mind that
they are not based oh a statistically valid survey. Data are
.preseptly inadequate for such a survey, And gpnsequently, the’
study's findings. should be v%ewed cautiously. : . <.
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Major findings are as follows:

1. It is diffiicult to determine how many non-tTaditional
small businesses currently operate, in California. There are
no centralized sdurces of data that distinguish ownership or
management arrangements in such a way that worker-owned or
worker-managed firms can be readily identified.  From a- .
variety of sourced, the study calculated an estimate of the
minimum number of different types of NTSBs operating in the
State. This calculation included 155 consumer.co-ops, 337 )
co-op credit ,unions, 47 colleetives and worker-owned | °
enterprises,/ 45 buying clubs, and 56 community development
corporationiz .Unactounted for is a substantial number of
non-profit oxganizatiens that are concerned with hiring and
training hard-to-employ people. .

2. NTSBs operate in most of the same sectors as:
conventional small business; including light manufacturing
and construction. ‘Generally the businesses interviewed\
displayed a.clear understanding of their products and how to
market them. Most, rather than suffering from inadequate
demand, were concerned about how to expand to meet demand.
Primary factors inhibiting expansion were concerns about the.
Bffects of growth on worker-ownership and participation and
inability to obtain long-term financing.

3. Except for those enterprises formally organized as
consumer cooperatives, the legal provisions for
worker-ownership were nebulous and often very informal. .
California presently has no straightforward procedures for
incorporatipg as a worker-owned corporation or producer
cooperative. Consequently, the legal claims of wbrker-owners
on the assets and profits of.their’'businesses are ambiguous
and possibly in jeopardy. - ,

4. All of the NTSBs interviewed recounted a turbulent
history of developing workable systems of democratic
management. Almost all were,poorly informed about various
approaches and possible problems.- s

5. Among those NTSBs that had adopted conventional
corporate structures and therefore could exhibft the '
appearance of a.conventional firm, financial problems closely

- resembled thosé\EEismall business generally -- limited access
to short-term wor n% capital from institutional lenders,
almost no access to long-term.debt or equity capital other
than from pers®nal savings and friends, and miwmor though’
annoying problems with obtaining credit from suppliers.

Among NTSBs that depart more formally or\gpenly from
conventional ownership arrangements, financial problems are
more severe. For ‘'such firms, assistance from institutional
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lenders is very difficult to obtain. Similarly, non-profit
- orginizations experience serious-difficulties in obtaining
both short-term and long-term capital. Their problems are
further compounded by the fact that future indome from
governtent grants and contracts is not assignable as

.

-~

,coIlateral,iqg loans. \

v 6. - Among NTSBs that are wholly self-supporting from the
sale of goods and services and that différ from conventional
firms only in terms of ownership and management'arréngements,
there is no evidence that they are employlng greater number

. of mipnorities or :pther hard-to-employ people.” Women, -

~ however, do ‘appear to figure more prominertly as owners and
mandgers in NTSB. Among more socially-oriented NTSBs that
have explicit objectives for hiring and training the
hard-to-employ, the record with minorities, the handicapped,
ex-ojj:aders, and others is much better -- indeed one might
1

4

‘say impfessive. Most successful among.those interviewed are

. two ported work" programs that integrated training with
‘work experience in producing goods and services that
generated income for the organizations.

’ “ 7. A striking feature of many NTSBs is their isolation
from other NTSBs and from any agency or institution that

" might.offer technical assistance with beginning and operating
worker-owned and worker-managed businesses. One explanation
for this isolation is'that there are currently few sources of
technical assistance sensitive to the unigque objectives and
concerns of NTSB. Even the business development offices of
CDCs are poorly informed about alternatives and remain
suspicious of -cooperatives and other arrangements for
worker-ownership and participation. ®

*

L
Y

8. A few other states -- Massachusetts, Michigan, and
'~Wisconsin -- have begun efforts to support NTSB, providing
U investment capital and technical assistance. However, to
' date these are modest efforts and, in at least one instance,
subject to considerable political bickering. Perhaps two of
* % the most interesting models for community development and
support for NTSB are provided by the Southshore Bank in_
. . Chicago and the Department of Cooperatives and Co-0p
'"Development in Saskatchewan, Canada.

~
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URBAN SMALL BUSINESS DEVELOPMENT REPORT:
A Literature Summary and Bibillography

3
Graduate School of Administration
University of California, Riverside

4

The survey covered Fedéral and California State goverment
publications, private studies funded by the government, and
periodicals. After developing appropriate key words and
phrases, the search was conducted using various indexes both

-manually and in conjunction with the on-campus Computer
Literature Search Service at the University of .California,

- Riverside, :

rCalifornia State publications dealing with small business

are far less extensive then Federal materials. Although
straditional small business problems, such as taxation, |
over-regulation, excess paperwork are covered, there is a
lack of systematic study of social and economic impacts of
government policy on small business in specific geographic
areas. Such information could have a positive ,impact on jog\

creation.

California's economy has been called the world!s most
advanced industrial economy and has sometimes been {
characterized as "post industrial". <alifornja's economy is
heavily service oriented with over half of its people
employed ;n the service industries.

Nature of the Cdlifornia Ecohomy

Small business in California plays a very important part -
and possibly is even at. the forefront of California's
technologically-oriented industries. This is evidenced by
the fact that California has a dgreater proportion of small
firms in these high technology industries than the nation as

a whole.

3

The make-up of Small business in California is similar to
the United States when compared on the basis of the number of
firms in each industry, employee size-class, and the number
of persons employed within that size of firms.—However, when
looking at California's three la¥gest SMSA's one sees that
the economics of these SMSA's-differ based on the percentage

of employees in selected.industries
next. Generally, San Diego and San
are more service oriented while the
SMSA tends to be more manufacturing

—

from one SMSA to the
Francisco-0akland SMSA's
Los Angeles-Long Beach
oriented.
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Access to Capitél 3
Small businesses, like all businesses, have two outsige
sources of capital, dept financing and equity fimancing.

" However, the availability of both of these sources has

’

decreased to the poin
retained earnings for any capital expansion.

- In general, the reascns for small business' problems in
gaining access to capital are as follows: .

1. A public policy that tilts sharply toward ,

' encouraging consumpti/on and d{;pouraging savings and

.
I . N

investment.

&
’

Savings have.graviiated toward larger #nstitutions

2.
that are less likely-to invest those savings in
smaller a:; new businesses.
. - : .
3. Well-intertioned efforts to protect investors which
inadvertently places small businesses at a )
,disadvantage in tompeting for available funds.
J .
' 4. Attrition and concentration in the network of

_ ‘financial institutions and firms that have served,

’ . our economic needs well by mobilizing capital. -

. 4

" There have been numerous recommendatins to alleviate the
capital problems of small business. There is a general

that small firms must rely heavily on

consensus that.a reduction or deferral of capital gains taxes .,

would be an effectiye way of providing the incentives to
attract investment in the small business sector.

Taxation

Generally the current t@xing system impacts on the small
business in the following ways: .

(]
It discriminates in favor of big business beccause
it does not permit small business to rtain or .
accumulate the capital necessary for dits operating
and’ expansion needs.

It creates a bias against small-business pécause of
the difficulties encountered in understqnding and
complying with its complexities.

3. It lacks incentives to-attract private investmepé

¥ 4 capital to the small business sector.

£

..
”

Y

»
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, 4. It increases the difficultjes encountered ‘by the
. - operator of a small business in developing some sort
of retirement security. .
5. It imposes inequitable estate tax burdens on the:
.ﬁamily of a deceased small business operator.

6.. It discourages small business‘indepéndence because
it penalizes the sale of a business to independent
- operators but encourages mergers with larger
enterprises. ' A .
In response to increasing demands for tax relief for
small business, Congress, in 1979, enacted a new corporate
income tax' which contains” a,graduated tax rate on net income
levels under $100,000. Although this i$ a step in the right
direction, more reform is needed, especially regarding
capital gains taxes. *

The State of California imposes a}flat 9.6% tax rate on
“corporate net income. However, since state corporate income.
taxes are 'deductible for purposes of computing:Federal
taxable income, the effective California tax rate is actually
"regressive" in nature. It produces a bias in favor of the
large business. J -

. Government Regulations as a Barrier to the Growth of Small
Business S \ ) . \

Government regulation is an impartant small business
problem. Only inflation and taxes are cited more often by
small firms as their single most 4mportant problenm.

Moreover, regulation affecting small business. is on the
increase. In the past ten years, the budgetary expenditures
for the 56 agencies having major regul&toTy fynctions ’
. increased 500 percent. —Qften-the small firms may have to
comply with similar regulation from more .than .one agency OrI
may be subjec§\(2\contradi§éory regulation. . .

< Regulation has pfoven to be disproportionately burdensome ‘<

to small firms. -This is partially due to the uniformity with

which regulations are applied to both large and small

business, but small business has leSs-volume over which to
. spread regulatory costs. . - T

Moreover, regulation posés three problems for small firms
that are less likely to confront large firms. They are: (1)
discovering regulation, (2) understanding regulation, and (3)
absorbing regulatory costs on single products or small '
volume. The basic difficulty is for small business to. complyy .
with regulation aimed primarily at big business without the \.
resources available to big business.

-

e
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A number of approaches have been developed to lessen the
burdeg of regulation on small business with varying results.
Much of this has beep in the form of exemptions or two-tier
regulation for small! firms. Whatever the approach used there
is still considerable work to be ‘done to free small business

+ ' from excessive regulation and equilize its- burden relative to
larger firms. ve - )

Pagerhork . -

.

Government .places excessive burdens on business firms
through its increasing‘requifements for information.
Moreover, the burden falls .heaviest.on small fimsms which have
less. staff and -income to absorb the cost. The rate of growth
in paperwork has steadily increased over the years. ‘Much, of
this recent growth in paperwork is attributable to.a lack of
effective controls. Even where controls exist, considerable
paperwork falls outside ‘these controls. For example, mofe
than 50% of the forms completed by, the typical small firm and
"two-thirds of the reporting hours are not controjled.

The most_significant aspect 'of paperwork for the small
~ businessman.is its cost. Although‘government controls an the
' growth of faperwork have not seemed to work, the Counsel of
‘Advocacy of the SBA has, after congiderable research,
:develofed a number of new sfrate§ies to control paperwork's
burden on smgll business. : ‘ d

Competition ° - - .

Over the years, the means of production have become
[increasingly concentrated in the hands of relatively fewer
large firms, and as a result ‘thesé large.companies dominate

/ the market place. About 2,000 companies are Now responsible,
for fifty percent of all private production. This affects
small business in one of two ways;:-either they become”

L absorbed through merger, or thgy face competitive stress to
-deal with the larger resources and brand identification of
large firms. Thé evidence suggests-that once the small firm
- 14 absorbed, it becomes less innovative, less efficient, less
effective and less profitable. Moredver, studies have shown

that the resulting absentee owners show less concern for the »

health of the local community than §he original small
‘business entrepreneur._ : .

Y

In addition, some of the literature pdThts out -that
public sector competition threatens small business, survival”
as much as any unfair competition in the private sector.

h*L—”J/?;; consensu§,'howé9éf, is that much work nééds to be
dgpe~to protect the competitive equality of small business. w

Sy T
. ' 7 -
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Inflation

-
1

. Small businessmen list inflation as the number one.
- problem facing them today. Evidence indicates that the
o impacts of inflation are greater on the small firm than on
.larger anes. The inflationary spiral ‘pushes the costs of
materials, supplies, and wages ever upward. Unlike large
_ firms, the competitive position in which small firms fipd
themselves does not allow these costs to be fully passed on
. to‘their customers. This reduces’ the small business's -
already marginal financial position. Big businesses, on the
other-hand, are able to pass on ingreasing costs due to

&

inflation in their prices and thus strengthen their financial
position and. dollar market share. -

The govermment's attempts to cure inflation have also had
a negative effec{ on small business by raising interest rates
and drying up needed sources of capital. It is obvious that
lessening’ the impact of inflation on small business requires
attention to the market position of small business.

- Job Generation \

Small business is the major. force in creating jobs in the
U.S. Over one-half of 'all private sector jobs exist in firms
with -less than 100 employees and most-new jobs are created by
small firms. Studies at MILT have determined that about 80-
. percent of all new jobs are created in establishménts four
years old or younger. ‘When an establisﬁmgnt is over four
years old, ft does less. in the way of new Jjob creation.

<> Also, of all new jots, 50 percent are created by independent,
unaffiliated ¢@ntrepreneurs. p ‘
. Given the impact of small business on job creation, the <

question-becdmes: how do we encourage small business to -

create jobs? It Has been argued that the most cost effective . _.

means is through small business guarahteed loan.programs,

such as those administered through the SBA. Figures show

that the approximate cost per job through SBA loan programs -
. is $1,300 while the cost per job through the CETA program ii

~— $8,3004 ‘ :
. / -
The SBA cites five reasons why stimulation of the private °
- sectgr by loan programs is superior to public -sector \ R ‘-
employment. . . R \

1. The stimulus involves loan funds which are rehéid -

not- grants 'which aré budget outlays with no direct
payback. )
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2. Jobs created through the private sector are more
permanenl than public sector» jobs.

3. The impact on the budget-is minimal siﬁce only the
repurchase reserve (15%) appears initially as an

outlay.

4. Small business is more labor intensive than big
business‘ .

5. SBA programs represent a direct injection . into the =
economic mainstream. (

Innovation

Innovation is an essential ingredient for creating jobs,

bdhtrolling inflation, and for economic and social growth. - e

Small businesses make a disporportionately large contribution

to innovation. Over one-half of thg scientific ‘and (:<
technological -innovations that have taken place in this

eentury have come from small:pusinesses. The importanece of P
small, "innovative, high techndlogy firms tannot be .
over-emphasized. Studies at MIT have revealed that high -~
technology firms increased employment at a rate of 40 percent ‘
between 1969 and 1974, that is four times the national

population growth. « v

e

A sfudy by the federal govgghtht Office ofIMénagement
and Budget revealed the following ipdings regarding small

business and innovation: L S
1. Firms with less than §gpoo employees accounted for N
- almost one-half of the¥major U.S. innovations during

1953-1972. ¢
. %

2. The ratio of innovations to sales is about one-third
greater in firfs with léss than 1,000 -employees thant ..
those with over 1,000 enployees. '

y ‘ . X
3. *Firms of less than l,OOOjémployees have a ratio of’
innovations to R&D employment which is approximately
four times greater than firms with over 1,000
employees.

4. The cost per R&D scientist and enginéer is almost
twice as ‘great in firms of over 1,000 employees . .
versus those with less than l,OOé employkes. - o

Managerial Effectiveness \ ‘ , ] T, .
Whenever the problems o} small business are discussed, . . g
one point that is frequently heard is that small firms_suffer+ b
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from minagerial deficiencies.” This belief, that managerial
deficiencies exist in small business, is prevalent in the
Federal government as evidenced by the Small Business .t
Administration's managerial assistance programs.

However, there are some facts that indicate that the .
majority of.small firms may actwally be better managed than
large firms. Tax return data for all corporations show that
. earnings on assets, including executive compensation,
decrease at logarithmic rate withlincreasing size in every
industry and 3ize class. This may be attributable to higher
5managerial effectiveness and lower organizational costs among
smaller firms. ’ :

In surveys of small business problems, it,is found that
small businessmen rarely cite a need for managerial :
assistance. Rather, they cite other.problems facing them,
such as unfair competition, taxation, government'gegulations
and paperwork, amd lack of access to capital. N

{

Urban Smalls Business Development \
. The need for business development in urban areas is
becoming more apparent if the decay.of.our urban areas is to
v be reversed. In ‘response to this need, the Federal '
government has implemented the natien's first "Urban
Policy". This policy puts a special emphasis on economic,
.development in central cities through the joint efforts of
numerous federal agencies inm cooperation with 3iivat% sector. -
; ) ”

An example of a program that has resulted OE\tﬁe-new
urban policy is ‘the developmefft project being undertaken in
the .City of Long Beach, California. This program is intended
to transform downtown Long Beach through the influx of nearly

~ $700 million in investment funds by 1985. ’
In the past;, government development pq%i&ies were
instituted on a very broad basis at a macr evel. The new

. N . : :
Urban policy represents a step in the direction of - -~
- implementing a more ®egional and specific "industry
development. T , st
. SN In the future, attempts to stimulate econopmic development

~ and create jobs need to bes focused”on those industries that
have the greatest potential for growth in areas. of high
unemployment. Government efforts should be directed, at
enlisting the resources to the private sector.,. especially
small business because small business has the' greatest
capacity for job creation. . N

»

»




BENEFITS AND COSTS OF -EXTENDED 'SUPPORTED WORK*

/

t

. Supported work ‘projects are businesses which produce
goods or services for the public while providing either a’
transitional of long-term work experiemce geared to hard-core :
‘unemployed persons. A portion of the expen@gg of supported

. work businesses is publically subsidized. The results of &
natiBnal experiment at 15 sites involving,over 10,000 persens
indicate that supported:work businesses are a cost-effective *

+tool to integrate certain groups of hard core unemployed
. persons into the ‘private laboTr force. : T

» ]

. ) . . » . N B

The experiment used four target populations: 1) female

% long-term recipients of Aid to Families with Depéndent
Children ("™AFDC");

¢2) recently released ex-offenders; (3y
former drug addiets; and (4) young high' school ‘drop outs,
half of whom have Cximinal ‘records. The experiment included s
both a target group and a control group. The,costs used j
the analysis were lokal supported-work program costs, central
administrative cests, foregone earnings, and child care
costs. . The benefits were the value of program output;
increased post-program earnings; reduced welfare, education,
- employment program and drug ‘trea ent program costs; and
retiuced criminal activities. RT :

r

‘For the AFDC and former drug addict tafget ‘groups clearly

: positive cost benefit ratios emerged. For ex-offender groups

- - costs appeared to roughly match measured bgnefits andﬂfoi the
youth groups costs exceeded benefits,-lérgely because, of )

« ipcreased criminal activity of.particfggﬂts. - )

~ ~ \ . '

By producing-and selling goods and services, suppontéd

\l >

/

N

work businesses may compgte with noh-subSiTized businesses.

The potential for subsidized firms to disp

ace existipg,

unsubsidized firms ‘and workers is'small in.light of

the |

potential size of th

e supported worker,population.

Such'

4

displagement can be further.minimized
appropLjate business sectors and 'labor
characteristics. Supported work busin
equitable and léss likely to cause dis

-direct-or indirect, i.e., tax cfedit,

hizring hard core unemployed persons.

by careful analysis ofe
force - €
esses appear to be more
placement . than_ either
wage subsidies ‘for’
Displacementt should not

be a deterrent, if it.is considered in planning ogerating

projects.

( .

* _Prepared by st

-
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) ‘ ¢

*
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Policy, University of California, Berkeley. .

at the Graduate School of .Public
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‘participation

RECOMMENDATIONS OF

: CAPITAL ACCESS TASK FORCE

-~

Authorize and encourage the public pension funds in the
State to invest/indirectly'in smaller busingsses through
small business investment pools, mortgage pools, long
term leasing -of/ real estate and other debk ‘&nd equity
intermediaries.

/
. ’ g ] ’
Establish an umbrella agency (a) to coordinat® the
development finance undertakings of the State, including

oversight andjcertification of local industrial revenue -

bonds, (b) to/establish operational objectives for
business finance programs and (c) ‘to review and report ~
on progress*in achieving improved access to capital for
small businesses. '

.

Conform significant aspects of California's corpgrate
net income tax with federal income taxation, including
provision for investment tax credits, Subchapter S
corporations~and net operatimg loss carry forwards.

lCreate a user-financed, self-supporting industrial and

: N & .
commercial mortgage 1nsur7nce agenc
small businesses. /

N\

The Supérint&ndent of *Banks should
expand the number of independently

y .available only to

’
-

actively seék to -

$wned agd operated

commercial banks in California based in part on

.consideration of the needs and convenience of small

businesses for local sources of credit.x

Require all banks in the State to di:sclose and to’dbst

annually the numbers and total dollar volume of
commercial loans tg, or for small businesses on ‘a

-branch-by~-branch basis. *

The Superintendent of Banking should administratively
determine that no bank loar to a small business spould -
be "classified" by examiners and charged against the
bank's reserves if the loan is adeqq;gely collateralized
and not in default, and. should encourage federal banking
officials-to Tollow suit. -

-
"
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The Superintendent of Banklng should officjally
encourage State banks-to create, on a pilot, voluntary

basis, portfolios of higher risk-higher return loans to
small business borrowers.

Permit and encourage public retirement furds to purchase .
the guaranteed portion of loans to California businesses

. which are guaranteed by ‘the Small Business

Admlnlstratlon.

. Support efforts by the State's public’ education

institutions to link entrepreneurial trgining programs
with lending preferences. by private lending institutions

* for program’ graduates.

11.

* self-suporting flnaiyz agency to facilitate funding of

.]-?ol

h .
Institute small business lending and investment
intérnships to train, season and place,small business
financial officers in urban lending institutions-in
order to provide specéal attention to the needs of
minority- and women-oWned small businesses.

Encourage the creation of employee stock ownership plaﬁs
for the purposes of business continuation or expansion,
and investigate and evaluate the establishment of a

employee stock ownerghip trusts.

°
*

Amend California Securities Law Sections 25102 E, F and_
H to facilitate private offerings of common stock to ‘a
Iimited number of dndividuals W1thout registration and
to permit sales, of such stock in exchange for a wider
array of assets. '

. S



RECOMMENDATIONS OF

’

.

TAXATION, REGULATION AND ASSISTANCE TASK FORCE
1 ] -

Taxation of Small Businessés

. 1. The State should adopt a progressive State corporate net
income tax to eliminate the current bias in favor of
large businesses which results from a .higher effective
State tax rate on small.businesses after cémputing
Federal taxable income. ‘ ‘

2. The State should amend the Bank and Corporation Tax Law
to permit a deduction in succeeding years for corporate
net operating losses up to a maximum of $50,000 per year
for seven years in order to remove the disincentive
effects of the current tax law which inhibits investment
im new small businesses which are likely to incur losses
following their start-ups. : '

. .
3. . The State should institute a deferral of capital gains

y taxation on gains which are realized and which are >
y reinvested within six months in qualifying small . ..
K ~ businesses. - . s

4. Small businesses, as measured by their total assets,
should be permitted to deduct from .their California -
. taxable income the cdsts df investment in plant, -
~ machinéry and equipment immediately, rather than
depreciating them over.the estimated life of the
investment, ip prder to aid such companies to
self-finance ;geir~expansipn:

. Lo . ' .
.o 5. The State Should amend the Banking and Corporation Tax
Lay to create an analogue to «the Federal Subchapter S . .
election .for -small.business investors. ‘

.

State .Regulation and Assistance .

6. The Governor should designate a Small Business Advocate
, within the administrative branch of the Statgq government _
_ - having the gxpeftise to represent sqalr busingss, through
- oral and written representations, to agenciesiin -
‘ formulating-and administering regulations in ways¢which
would take into account legitimate needs of small
.businesses.
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The _State snoulg institute a small business research ang
information service, affiliated with one or more public
higher education institutions, to assemble, update and
disseminate data on Federal, State and local procurement
opportunities for Califormia small businesses; provide
analysis and localized information with regard to export

" opportunities in foreign markets, especially in Mexico;

and act as a tlearinghouse and library‘for small business
information to be disseminated by the Office of Business
and Economic‘DeVFloement and its affiliates.

The State should appropriate funds sufficient to match
Federal Small Business Administration funds allocated to
liformia for the purpose of creating small business
dev&lopment centers attached to State University campuses
and administered in conjunction with the Office of Small
Business Dewelopment. ‘

4

The State shoulo institute a small business purchasing
program, applying to all purchasing agencies, whereby
purchases of certain doods and services, as, determined by
the Secretary of the State and Consumer Services Agency,
shall be made only from small businesses. )

Because small businesses are more affected ‘than large
businesses by delays in payments for goods and services,
the State should speed payment to suppliers, especially
small busineéses, and, to encourage this result, all
State agencies should be required to pay interest at the
prime rate on all accounts which remain unpaid 45 days
from the date -of invoice, payable frqy the budget of the
accounting entity which placed the order.

In order to eliminate one aspect of bias against small
business in State procurement, the State should eliminate
the reference vendor procedure from its-procurement ‘
operations for all products and services.

. R
The State should re-examine the need for performance
bonds with regard to all procurement, including both
products and construction, for 'which the contract price
is $50,000 or .less, and eliminate bonding requirements -
where such bonds are ‘not absolutely essential for the
protection of the fiscal integrity of the State. “

The-Office of Administrative Law should be directed to
(a) evaluate both proposed and existing regulations anag
administrative procedures to determine the costs imposed
on small businesses and their deterrent effects on the
creation of hew businesses and (b) recommend ways to
minimize such costs and deterrent effects.



3}
14. The State shoulc seek to expand the availapility and
utilization of binding non-juaicial remecies for
commercial disputes.

.

3
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RECOMMENDATIONS OF

EDUCATION, TRAINING AND TECHNICAL ASSISTANCE TASK FORCE

Post Secondary Entrepreneurship Education

A. All post secondary educational institutions

(including community colleges and adult education

centers) which conduct vocational education programs —
should offer courses to teach entrepreneurship skills and
link entrepreneurial education to vocational programs

when appropriate. :

B. Post %econdary education institutions should provide
vocational education students with, the opportunity to
observe and to practice entrepreneurial skills through
structured contact with self-employed people in the

community. - .

- industry. S

C. Post secondary education institutions should include
sma;l,business owners as a mandatory element of their
advisory council structure ‘to aid in creating vocatinal

~“gducation—programs. ’

-

. ; . \
D: *For fields of study which have high rates ,of

self-employment, post secondary educational institutions
should provide small business management skills training

which reflects the specific needs of the particular
* “n

E.- Small business/entrepreneurial education for students
at post secondary edycation institutions should be
articulated with programs providing specific technical ;
a§sistance to students seeking to go into business and
with structured consultation with participating lba'l
lending institutions.

F.. Entrepréneurial and business skills programs should
be extended as elective eléments into apprenticeship
training and professional school curricula (e.g.,
engineering, medicine, etc.). i

.- ' S - N »

Secondary Education -- Orientation to Small Business

A. The State Department of Educatign should encourage
and assist local districts to provide their secondary
’ Y < (/ R

v -
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school gtudents with a basic orientation to ownership,
operation and management of small businesses in the
classroom as part of the standarc curriculum, anag to
reinforce that orientation through vocational and career
coungeling., . : : o

- -

<
8. The State's Department of Education should assist

school districts which operate work experience programs
tp increase the number of students placed in small
entrepreneurial businesses.

C. Students in vocational education who have
entrepreneurial expectations should be offerzgfaxﬁgnded
opportunity to participate in school-sponsor business
projects which actively operate a business, especially

projects conducted jointly with community coleges,
community-based organizations or Junior Achievement. ~

Small Business Educational Support

A! The State should undertake to determine, through a
cooperative interdepartmental study, the extent to which
entrepreneurial and small business research and technical
resources are currently available at public educational

institutions.

B. Existing entrepreneurship and small business- research
afd deévelopment activities should be coordinated in order
to provide purricula design, course content and small
business information on a statewide basis to secondary

- schools, community colleges; continuing education

programs and the State universities.

C. Research and development of technical\ resources.for
entrepreneurial and small business issues\sshould be 5\
undertaken in conjunction with operation Af . small »
business development centers which would ‘provide in the

. field training and technical assistante services to small

businesses. N

Small Business Development Services

A. The State, in cgoperation with the higher education
systems, should marshall and poordinate‘fﬁderal and State
research, training and technical assistance funds to
establish local offices and regional centers to provide
ongoing information dissemination and consultationto
small businesses; such facilities should be based on the

- o -
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successful demonstration project conducted at the
California State University of Chico.*

B. The State should coordinate the operation of at least
five regiopal small business development centers by local
agents in economically and geographically diverse areas
of the State. :

C. Each regional°small business development center
should include a council composed of representatiyésﬁpf
small, business owners, local governments, community-based
organizations, community colleges oOr State universities

as appropriate, to encourage accountability,
~accessibility and flexibility of the services provided by
or through the regional centers. ’

.

Linking Manpower and Trainipg Programs with Small

~ Buslinesses L
A. By means of plaﬁnfﬁg assistance, one-shot
coordination grants and eligibility for State tax credits
the State should agtively promote liﬁkages between local
employment training programs and local
reindustrialization efforts for the purpose of providing
individuals who are specifically screened, trained and
tested for jobs in specific smaller businesses -
(custom-trained labor force) as. en incentive to business
exXxpansion.

B. The State, through the Employment Development
Degawtment, should subsidize eosts of on-the-job training
of distressed area residents which cannot be reimbursed
to small businesses by CETA (High Support 03JT). ~

C. The State should authorize ané direct .an
interdepartmental project to provide periodic survey data
on‘local labor supplies, migration patterns, skills

assesément,’and labor ‘force training needs in categories
reflecting small business needs. , o

D. The State, possibly through an amended Worksite
Education and Training Act,-sfiould support local
capability to directly contatt“smaller employers and”’
provide technical assistance to employers regarding work
force utilization as a way to encourage participation in
employment and training efforts. )

-

*

’“{(" v, .
The Task Force emphasized that regular, p;e-emergéncy

contacts between .extension agents and small business owners
fosters small business stability and growth, and that a
recognizable, standardized, statewide nomenclature for all
extension 6ffices is essgntial. - LT

5
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E. CETA reimbursement.to small empﬂyers must be made
more quickly to encourage small business participation.

F. Federal and State-contracting and procurement shou&ﬁ
W& coordinated with Federal on~the-job training programs
to permit small businesses to participate in 0JT without
disallowance 3? necessary training-related costs.

G. The State should determine by research. the extent to
which customized labor force training for .expanding
businesses is self-supporting in terms of_increased tax
revenues from both business and personal Yaxes and
savings from lower transfer payment costs (i.e., '
unemployment insurance, welfare).

e
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v ' AECOMMENOATIONS OF
- ” . .
COMMERCIAL ANO INOUSTRIAL REVITALIZATION TASK FORCE

. . ’ [ o

The Basis of Economic Reyitaiizations.

1. The primary-strategy of the'State with regard to .
revitalizing economically declining commercial ‘and
industrial areas should be, to encourage localitigf}};»«

raddress quality of life isSues comprehensively as the
necessary precondition fdr the success ofi efforts to
- induce investment in new and &xpanding small business
yBntures ir’ those areas. ’ -

- s .

Governmental Coordination'-- The State's Role -

ES

2. The primary function.gf-the.State's revitalization
- activities should be to assist lotally operated probrams
to integrate effectively and to use most efficiently the
private sector and Federal sources which are available. .

3. Although responsibilities ofwexisting Stadke offices may,
in the agggpegate, be consistent with revitalization s
strategy, the State should- designate, authorize and und
a s!ngle office to coordinate the implementation of State
revitalizatior policy, involving fnformational,,eapital?
and human resource programs, because ‘lack of such a )
! specifically authorized and funded coordinative function
. will result in a fragmentéd and -ineffectual program.®
P ’ / . o X
“ 4. The State should use coordinating grants and technical
assistance to encourage loecal governments to integrate
- portion of their manpower/human resolrce training
programs into economic ‘development efforts which are

. directed at_ the 'specific needs of individual firms.

5. The State should enact a program-to designate certain
small neighborhood ‘commerci#l are@s.or urban industrial
areas. which meet both local and State economic criteria,
as "enterprise zones" for the purpose of providing a

. targeting mechanism for State financial incentives and

technical assistance programs. T o

5. The California Office of Lokal Economic Oevelopment
("OLEO") should be provided with sufficient additional
funds to provide comprehensive technieal assistance

services including grant;manship,‘loan packaging,

1




o

_-1z-

long range planning and analysis, development of
cooperative investment and lending relationships and
other support services, to cities with designated
enterprlse zones and to businesses located within the
zones in order to create~a working revitalization program.

s

Because of the fundamental importance of active
participation of associations representing merchants or
industrial 'firms in distressed areas in the
revitalization process, State assistance should be :
provided to localities to organize and assist such .

N associations to become partners in local revitalization
projects. . Y

-

Reinvestment . ‘ ' )

8.  Designation of an enterprise zone should entitle 1local
governments, businesses, and businéss investors to the
following financial and service programs in addition to
those prowlded by OLED: .

(a)

R

The State's portion of the sales tax should be
“rebated to businesses located in enterprise zones

-

(b)

. , for.a specified term of years;

P
A tax credit on personal income should be available

, to persons investing in businesses located in
: ) enterprise zones

: , (c).

LY

First preference to laan guareatees from the State's
loan loss reserve fund should be given to enterprise
zone businesses.

) 7

-9, The State should explore the, potentlal for joint or
coordinated activities with- the Neighborhood Reinvestment
Corporation in order to involve private. sector financial
) ’ »institutions in planning and 1mplement1ng commercial
revitalizatlon }

To the extent permitted by Federal law, the ‘State §h0uld
require disclosure of lending information in excess af

: that required by the Federal Community Reinvestment Ac

. to help to ensure that adequate. responsibility is taken
" by the State's financial instltutlons for ‘commercial and
industrial revitalization.

10.
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RECOMMENOATIENS OF -

\

NON-TRADITIONAL SMALL BUSINESS TASK FORCE
. N 4

¢ 4

. . tl , f
1. The Legislature should initiatd4 a comprehensive study of

N—

2.

,The Office of.Smal

the effects of State corporation and securities laws on
cooperative and worker-owned businesses and thereafter

should amend the Corporations Code in accordance with the
conclusions of the study to facilitate easier .
incorporation andwiperation of such businesses.

. K .

Business Development should empldy a
specialist-in the area of employee ownership and®
cooperative workplaces to provide information services to

businesses and employee groups regardiqg}organizational
alternatives and.the role of State corporation and

securities laws.

Because pr{vate small businesses which .are organized for
the purpose of, revitalizing urban neighborhoods or

_ employing hard-to-employ local residents, as well as for

producing goods apd services, have proved to be effective
mechanisms to achleve ,public economic goals, the State's -
development planning and programs should (as«expand the
role assigned to such businessess in policy
implementation, (b) support’the activities of such
businesses through public procurement and capital
expenditures, and (c) raise.the priority given to such
businesses in obtaining publicly funded developmental
assistance. :

Because publicly-funded private financing institutions,
including banks, savings and loans and insurang}
companies, as well as widely-used public sources of -
finapcing, including the Small Business Administration do
not ‘adequately service the needs of non-traditional small
businesses such as cooperative corporations, non-profit
corporations, worker-owneg businesses and.pusinesses with
substantial citizen participation, the State should

.authorize creation of a mixed public/private financial

institution and give it powers to make .and guarantee
loans to non-traditional small business, provide equity
capital to certain classes of non-traditional small

businesses—and-provide—financial-technical assistance in .

leveraging private capital to support the development of
non-traditional small businegses. .

-

: n,
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employeé-owned small u51nesses, cooperatlves, individual
entrepreneurs and grou involved in lécal publlc/prlvate

.non-traditional enterprise development.

L ! .
State policies prﬁqqtlng employment for hard-to-employ
populations such AFDC recipients ana ex-offenders,
should concentraté n developing supported work:
enterprises in whigch part1c1pants Teceive skill training
and are also emplok
that produce income for tve enterprises.

The State should authorize and institutionalize secure
and ongoing reimbunsement not exceeding 50% of the
minimum wage, of the wage costs wof supported work small
business enterprises which provide employment to
individuals who have chronic difficulty in securing
private, unsub51dlzed employment .

The State, in colgaboration wjth the Federal government,
should develop ah¥experimenta] "investment transfdr"
program in which welfare costp 'and other transfer
payments saved as a result of] subsidized employment arg
used. to underwrite on-going vage reimbursemen§ programs

. for hard-to-employ populatiofps in privte suppogted work

eh¢erprises.

The State should §eek£t0 retaln existing jobs in small
businesses through tethnical *assistance to employee
groups attemptlng to ‘urchase the firms for!which they
work. . s

A goal of State pollcy should be’ establ;shment\pr

expansion of freestanqlng institutions which will provide

cagac1ty building services ang technical support to new
economic activity, including, but not limited to ‘

busines%‘partnerships.

The, State. should establish a permanent interagency
program which, in cooperation with local goyernments and
community organizations would be diregted to define and

. publicize to communities throughout the State

opportunities to undertake social Sntrepreneurship
initiatives such as local self-help businesses and

~

s

ed in production of goods-and services

o
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* TASK FORCE MEMBERS

. (g

1. _Aéégss to Capital

MICHAEL A.- KADENACY, Task Force Chairman. Senior Partner,
Kadenacy, Menke & Albing, Attorneys, Los Angeles.
Also Vice-Chair, Advisory Board to the Senate Select
Committee on Small Business Enterprises; General
Counsel for the Latin'American Civic Association and
Judge Pro Tem: Small Claims Court.

RON CARRIGAN, Director, South Central Economic Research &
Development Associates, Los Angeles, an! organization
providing business and loan packaging assistance,
industrial and commercial development coordination and
revitalization activities. - )

C. L%

DEREK C. DUNLDP, Senior Vice President, lst State Bank of
Encino. Also, Director of Encino Chamber of Commerce;
Chairman, Southern California Finance Committee,
Advisory Board to Senate Select Committee on Small
Business. C i :

%,

DAVID DURHAM, Ourham and Associateg, San Francisco,
financial consultants to small businesses. .

3]

DEREK HANSEN, President, Hansen & Associates, Inc., San .

Francisco, providing comsulting ser'vices to gov§rnment

agentcies on financing programs for energy, 'smal
business and economic development. . .

JOHN HARRINGTON, Political Coordipator, SEIU, Dakland.

Also President, California Alternative Investment Task

Force and Chairman, Governor's Public Investments Task
,Force. Former Member of Sacramento City Employegs

Investment Board and State Senate Select Committee on -

Investments. v .
[ 4 .

HAP KLDPP, President, The North Face, Inc., Berkeley. -
Also Chairman, DAD Division of American Apparel ‘
Manufacturers Association and Gues;fLEEfurer, Stanford
University Graduate School of Business: .

" LAWRENCE LITVAK, Community Economics, Inc., Dakland;’

a non-profit consulting firm. Consultant tb® state and
local governments on issues of financing economic
development. Author of Xonovations in Development
Finance. Currently working on sevezal efforts to. .
channel more pension fund money into local” .
development-enhancing investments. )

g

-
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& gf
DON MARVIN, District Director, Small Business
Administration, San Francisco. Also participates in

various business seminars and heads California Small
Business Advisory Council.

DEAN J. MISCZYNSKI, Director of Policy and Planning
Governor's Office of Planning and Research, State of
California. Responsible for research 'and policy and

proposal development, especially for urban, fiscal and

development issues. R

CLARENCE J. PENDLETON, -JR.,-President, San Diego
Urban League, Inc.

THOMAS QUEEN, President, Cal Regional Small Business
Development Corporation, San Francisco, a firm which
guarantees loans for small businesses, minority apd
disadvantaged.

ANN §ANTIAGO,‘Executive Vice President, Builders Mutual
Surety, Los Angeles, an insurance company primarily .
involved in bonding small -and minority contractors.

'MICHAEL B. TEITZ, ﬁrofessor of City and Regional Planning,
University of California, Berkeley. Research project
4 digector. -~

JOHN TILLAPAUGH, Associate, Kidder, Peabody & Co., Sag
Francisco, financial advisors. Currently involved in
the Small Bysiness Administration's guarantor program
for’ pollutiorb control projects.

LEONARD WEIL, President, Manufacturers Bank, Los Angeles.

s .

Resource people:

JOHN CRETTOL, Employment Development Planner, Employment
Development Department, State of California.
Assistant for planning and coordination of urban and
rural job development; staff to EDD Economic
Development Task Force; responsible for coordinating

EDD job™ctreation policy and procedures for deve;opment.
JAY JONES, Boalt Hall School of Law, University of*

" California,’/Berkeley.
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2. Taxation, Regulation and Assistance

-

GOROON BIZAR, Task Force Chairman. President, National
Independent Business Alliance, Santa Monica. Also,
dwner of a metal fabricated parts manufacturing
company and president of a publicly held financial

_ service organization. :

MARK AOAMS, Governor's Office of Planning and Research,
< State of California. - ‘

GEORGE BEAUBIEN, Executive Oirector, Mayor's Office of
$mall Business Assistance, Los Angeles. Assists small
and minority businesses with City procurement and
provides information regarding City contracts and
contract awards. Also, Procurement Project Oirector
for Small and Minority Businesses for 1984 Olympics
and MBOA Executive Commissioner.

JULIAN CAMAéHO, Assistant Secretary, State and Consumer
Services Agency, State of California.

ARTHUR R. OANSBY, President, Bi-Plex Corporation, Los
Angeles. Also, President, .Black Business Association;
member of the Private Industry Touncil, Los Angeles
and' the Black/Jewish Economic Coalition of Los_Angeles.

ALLAN OESIN, Oirector of Research and Statistics,
Franchise Tax Board, State of California. .
STAHRL EOMUNOS, Oean, Graduate School of Administration
University of California, Riverside. Research
interests include small business and regional economic
development. ’

JOSEPH FLORES, President, Sacramento Community Oevelopment
\ Corporation, Inc. Also, Executive Oirector,
' california Mexican American Chamber of- Commerce and
President, Sacramento Chamber of Commerce.

STAFFORO W. KEEGIN, Attorney, National‘Economic Oevelopment
and Law Center, Berkeley.

H. JACK KOUJAKIAN, marketing consultant specializing in
‘ services to small businesses, San Francisco%

-- BARBARA A.'NIXON, State Coordinator, Century Freeway
e . _ Project, Oepartment of Business and Transportation,
State’of California.

-
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Resource People:”

JIM CURTIS, Chief, Urban Development Unit,

State CETA

IIM

AMY

>

g 3.

ALICIA MADRID, Task Force Chairwoman.

Dffice, Employment Development Department,State of
California.

EXUM, "Director, Small Business Offlce, State of
Callfornia.

K. GLASMEIER, Instltute of Urban and Regional
Development,-Unlversity of California, Berkeley.

4

-

Education, Training and Technical Assistance

Executive Director,
California Federation for Technology and Resources,
Sacramento, which provides-technical assistance in
economic development, planning and marketing studies,
loan packaging and management and organization

development assistance to small businesses.

-3

HELEN M. BALLOU,

Director of Continuing Education, Napa

College.

Program responsibility for community

- businesses.

education throughﬁut district.

H.T. BLANCHETTE, EBxecutive Direcfor, Sacramento Business
Development. - Management consultant to small

Affiliate of the MinoritV Business

Development Agency and the U.S. Department of Commerce.

FRANK W. CASTINE, Retired, former Director, Manpower
Programs, Los Angeles Unified School District.
~

PATRICIA A. GOLEMAN, Chief of Program Development,
Private Industry Council of Sacramento, Inc. Member
of Industry ‘Education Council of Sacramento and
Sacramento Area Commerce and Trade Organization.

MARY TCORNELL, Founder and President,-Cornell Company,
Sunnyvale, printing company.

_ JAMES H. CRANDALL, Coordinator, State Department of -
Vocational Education, State of California.

RICHARD DAVIS Director, Center for Business 'and '
Economic Research California State Univefrsity at
Chico, which conducts business feasibility studies,.

economic impact studies, market research and opinion\\\
surveys. 2 ) v
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RICHARDO GOEBEL, Oirector of Business Services, Center for
Community Services, Santa Rosa. CCE is -an Economic
Oevelopment project providing managerial and technical

~assistance tg small business wigh primary emphasis in
financing. ,

RAYMONO R. HOLLANO, Assistant Oirector, Mayor's
Office of Employment and Training, San Francisco.
Also, legal counsel and chief of program planning and

-

évaluation of CETA programs in San Francisco..

MAURICE S. KANE, Century Freeway Coordinator, Employment
- Development Oepartment, State 6f California, -
coordinating employment and training activities
dealing with small businesses.

JEFF MATHIEU, Community Oevelopment Analyst, City Of Long
Beach. .

LINOA MCKINNEY, Acting Oirector, Governor's Office for
Citizen Initiative and Voluntary Action, State of
California. 1Involved with various State level -
non-profit corporations and voluntary sector
organizations. - -

NICHOLSON, Special Consultant, Employment Oevelopment
Oepartment and State Oepartment of Education, State of
California. Consultant liaisord between EOO and SOE to
improve coordination and cooperation between the
departments with special emphasis on inflgencing
vocational education to be responsive to the job
market. © . )

BARBARA SULLIVAN, Assistant to the Chancellor, California
Community Colleges, State of California. Vice
President, Education Oivision, United Federation of
Small Business. :

JOHN G. TAYLOR, President, Tayko'lndustries, Sacramento,
manufacturer of rebuilt diesel equipment. T

Resouce People:

) .

JIM CURTIS, Chief, Urban Oeveloﬁment Unit, State CETA
Office, Employment Oevelopment Oepartment,.Stateof
California. & .

PHILIP SHAPIRA, Institute of Urban and Regional
Development;, University of California, Berkeley.

I
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. 4. Commercial and Ingustrisl Revitalization

v

RICHARO BEYER, Task Force Chairman, Executive®Vice
President, Pittsburg Economic and Housing Oevelopment )
Corporation. ‘ s
WALTER COHEN, Economic Oevelopment Coordinator,
Emeryville Redevelopment Agency. Responsible for
economic development activities in redevelopment ~ «
- project areas. Executive Oirector, Emeryville
Economic Oevelopment Fund; member of CALED and CUED.
_EARL COOPER II, Oeputy Executive Oirector, Los Angeles
= Economic Oevelopment Corporation, engaged.in economic
- - development in the City of Los Angeles for small and Cp
minority f#rms.

A. EOWARO EVANS, Oirector of Economic Oevelopment, City ) .
of La Habra. Executive Oirector, La Habra Local
Oevelopment Co., Inc.; Economic Oevelopment
/Administratory LOC Consortium.of Orange County Cities.

" ODevelopment Council. Attorney at law.

CHANNING 0. JOHNSON, President, Economic Resource§
Corporation, Lynwood. . " s

v

. i 2 \ .
R.0. LOTTIE, JR.,'President, Pacific Coast Regional
' Urban ‘Small Business Oevelopment Corporation, Los
Angeles, a non-profit corporation funded by the State
of California to assist small businesses in becoming
successful members of the California business .
community. ' AR

-

f
WILLIAM 0. EVERS, President, San Frantisco Economic ‘ _
|

"VALERIE POPE LUO@&M, President, San Bernardino *
| Westside Community Oevelopment Corporation engaged in
‘ industrial park and residential/commercial planned,
| unit developments, operatiosi'of a vocational school
| + and CETA, Manpower Programs, and solar .
| énergy/alternative energy development projects.:

WILFREO L. MARSHALL, Economic Oevelopmert Representative, -
Economic Odvelopment Administration, specializing in
commercial revitalization, industrial expansion and '
economic development. —

v . * . .
WES MCOANIEC> Executive Oirector, San Bernardino i
: _Associated Governments, coordinating planning and ———
' financial programming for county and cities in areas
of population, employment, highways, transit,

L4
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airports, ano air gquality. Formerly City Manager, City,
Planning Oirector and dievelopment Agency Board Memoer.

Reseurce'People: .

ROBERT MARR, Office of Planning and Policy .Development,
; Employment Oevelopment Oepartment, State of California.

KAY REYNOLOS, Deputy Oirector, Office of Local Economic
Oevelopment, State of California.

3

OOUGLAS SWENSSON, Institﬁte of Urban and Regional

Oevelopment, University of California, Berkeley.

5. Non-Traditional Small Business

ROY ESCARCEGA, Task Force Chairman. Senior Vice President
Urban Oevelopment Oivision, The East Los Angeles
Community Union (TELACU), administering community :
development corporations' human serviEF programs. \\

PETER ABRAHAMS, past Executive Oirector, National Training
.Institute for Community”Economic Oevelopment, Palo
Alto, an organization funded to provide training to
Title VII-funded community development corporations
throughout the uUnited States.

OENISE E. BROWN, Oirector, Community Economic '
Oevelopment Projects, Office of Economic Oppoftunity,
State of California. Member, Sacramento Chamber
Economic Oevelopment Council, Association of
Ing€pendent Consultants, Bay Area Association of
Executive Women.

}

HAL BROWN, Senior Analyst, Governor's Office of Planning
and Research, State of California. - .

_ MICHAEL CLOSSON, Co-Oirector, New Ways to Work, .
. Palo Alto. Founder of the Work Creation Prdjec{ of
New Ways to’ Work which provides start-up assistance to
people initiating small businesses and community
service organizationsy with special emphasis’on
‘non-traditional enterprises..

AL DILUOIVICO, Consultant, META-WORK, Santa Cruz, an
organization providing pre-loan technical assistance
-—— to inner city cooperatives in Watts, Tenderloin
Oistrict, West Oakland, and East Palo Alto. Presently
under gpontract with State Oepartment of Consumer
Affairs~specializing in co-op development.




KAREN HIXSON, President, Karen HXxson and Associates, Los
Angeles, a consulting firm specializing in small and
disadvantaged business development, urban business and
economic development and Tesearch. R

GARY HOACHLANOER, Legtuter; University of California,
Los Angeles; Research Oirector, University of
California, Berkeley, teaching public finance, urban

'y economics and policy evaluation. Oirects studies for .

National Institute of Education on financing of
vocational edudcation. ) . '

ELEANOR HOSKINS, Execwtive Oirector, Career Planning
Center, Inc., Los Angeles, a private non-profit
organization. Also member of Los Angeles County PIC;
California Advisory Council on.Vocational Ecucation.
Consultant to organizations on issues related to women

and work

TYBIE KIRTMAN, Business Manager, Santa Barbara News ahd
Review, a cooperative weekly -newspaper. Also sen%or
partner, Bols Bookkeeping Service and Admissions
Committee member National Association of Alternative
Newsweeklies.

OAVIO OLSEN, President, New School ‘for Oemocratic"

Management, San Francisco. &

OSCAR G. PEREZ, Oeputy Oirector and Oirector for Economic
Oevelopment, Spanish’ Speaking Unity Council, Oakland,
a Title VII-fundeco community development corporation.

Resource Person: ' \

RUSS HART, Urban development Unit, Employment 6evelopment
Oepartment, State of California;

e

PrOJectyigéff:

s ‘ V
LOYO C., LEE, Project Coordinator
Attorney at law, National Economic Development and Law

Center.

) o

Assistant.

KAREN MOUNOAY, Wssistant.
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